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l. Introduction
Overview

The County of San Diego Purchase of Agricultural Conservation (PACE) program is intended to
promote the long term preservation of agriculture in the County. The program is based on the
framework of what is traditionally referred to as a Purchase of Development Rights (PDR)
program. Under the PACE program, willing agricultural property owners are compensated for
placing a perpetual easement on their agricultural property that limits future uses and
extinguishes future development potential. As a result, the agricultural land is preserved and the
property owner receives compensation that can make its continued use for agriculture more
viable.

As proposed, the program would initially be made available to only those agricultural property
owners impacted by density reductions associated with the General Plan Update. Density
reductions are one of the key components of the General Plan Update. It has been
acknowledged that density reductions will have both real and perceived impacts to property
owners and agricultural operations. The compensation provided in exchange for the
development rights as part of the PACE program is considered one of many tools that can
address perceived loss of equity in local agricultural operations.

Another way that the PACE program may support continued agriculture in the County is by
creating properties that are more affordable to entry level farmers. This is accomplished with the
agricultural easement which should remove any additional value from the property related to its
development potential.

One of the biggest challenges with initiating a PACE program involves funding. Typically, local
jurisdictions are able to obtain a substantial amount of funding from outside funding sources.
American Farmland Trust analyzed the nation’s leading PACE programs and found that, on
average, 63% of acquisition funding came from state and federal funding sources. However,
two of the primary criteria that state and federal programs examine when awarding funds are
soil quality and parcel size. These criteria are in direct contrast to the unique characteristics of
San Diego County farms which are predominately small, (68% are under 10 acres in size) and
contain relatively little prime soils (less than 6%). Based on uncertainties regarding San Diego
County’s ability to leverage outside funding and other unknown factors such as ultimate demand
for the program, County staff drafted the program to be initially implemented on a limited scale
as a pilot project. For this initial period, the program would target approximately 10 acquisitions
totaling approximately 450-500 acres. Implementing the program on this limited scale would
allow program staff to assess overall demand for the program and evaluate the County’s
success at obtaining outside funding. Program staff would report back to the Board of
Supervisors at the conclusion of the program’s initial phase (approximately 18 months) and
deliver a recommendation report to address program funding needs and long term
implementation strategy. The program specifics are detailed below.
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Program Modifications

Although there are numerous PACE programs in existence throughout the State and nation, no
two PACE programs are exactly alike. This is because the circumstances surrounding their
implementation vary greatly by jurisdiction and region. The program described in this document
is based on other successful PACE programs with customization to account for the unique
characteristics of the region and the objectives of this program. Further, the County of San
Diego has never implemented a PACE program. Therefore, it is likely that in implementing the
program, necessary modifications for improved effectiveness will be identified. It is
recommended that the Chief Administrative Officer or implementing department director be
given authority to modify the program as necessary for effective implementation. Such
modification should be reviewed by the PACE advisory committee.

Il. PACE Program Structure
Eligibility
Setting minimum eligibility standards allows for the program to stay focused on those properties

that best support the overall objectives of the program. It also helps property owners understand
what properties are most appropriate for the program.

Because the program is intended to preserve lands for long term agricultural use, it is important
that the lands brought under the program are viable for that use. A number of variables affect
the viability of agriculture in San Diego County to the extent that it is not easily evaluated.
Arguably the best factor in determining whether the land is viable for agricultural operations is its
past use. As a result, program participants would be required to have been actively farmed
and/or ranched for a minimum of two years prior to applying for the program. This ensures that
the property is actively engaged in agricultural operations and increases the likelihood that it will
continue to be used for agriculture.

Because this program is associated with the General Plan Update, it is also proposed to be
limited to property owners who receive density reductions under the General Plan Update and
have viable subdivision potential under the existing General Plan. Properties which, by virtue of
parcel size, would not be able to obtain subdivision entitlements under the existing General Plan
would not eligible for the program. Table 1 provides the total acreage of lands estimated to be
eligible for the program as recommended.

Table 1 — Eligibility in Total Acres

Down-Zoned Total Down-Zoned
Agricultural Agricultural Acres With
Total Acres Down-Zoned Acres Without Subdivision Potential
in Agricultural Production Subdivision currently in Agriculture
Potential
110,737 38,682 72,055
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Based upon GIS analysis, a total of 110,737 acres of agricultural land in production are
proposed for density reductions under the General Plan Update. A total of 72,055 acres of these
agricultural properties have subdivision potential under the existing General Plan and are
therefore eligible for the program if they have been actively farmed/ranched for the last two
years.

Application Process

All eligible property owners would be invited to participate in the PACE program. A list of eligible
property owners would be placed on the County website at least 30 days prior to the start of the
application period. Property owners who believe their property may have been omitted from the
eligibility list in error would have an opportunity to contact the County and ask for a property
specific eligibility analysis. A sample application has been included in these guidelines
(Appendix A). The final application would be posted on the web and made available in print
format. An application acceptance window would be set for a 30 day time frame, during which
time all interested property owners would need to submit an application. The application
provides basic demographic information about the property owner and collects all information
necessary to determine program eligibility and to rank the property. In the future, applications
could be accepted and reviewed on a rolling basis with the application window closing on a
specific date each year to allow program staff to rank the properties. Properties not selected for
acquisition could be automatically re-ranked the following year, but competition from new
applications may keep low-scoring properties on the waiting list indefinitely.

Ranking Criteria

Ranking criteria would be utilized from information provided in the application process and GIS
analysis and would ensure that PACE program funds are allocated to properties most important
for the preservation of agriculture in the County. Ranking would include the degree by which a
property is impacted by density reductions under the General Plan Update. Additional criteria to
ensure agricultural viability and factors that may enable the program to leverage funds from
outside funding sources are incorporated into the ranking system. In addition, in order to
maximize County funds, a “discount” criterion has been included in the ranking system. A
number of active PACE programs throughout the nation use a “discount” method. Property
owners willing to accept less than full easement value may voluntary discount their easement to
receive a more favorable ranking and increase the likelihood of easement acquisition. Based on
information from the Farmland Protection Program, programs which utilize “discounting”, such
as the State of Maryland, reported an average discount rate of 29% in 2009. Other state
programs have reported average discount rates as high as 50% during the same period. A
sample ranking document has been included in these guidelines (Appendix B).

Ranking Factors

Density Reduction
Percent decrease in allowable density due to GP Update
Development Pressure

Availability of Sanitary Sewer/ Water
Extent of Non- Agricultural Uses in Proximity to Property
Access to Public Roads
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Agricultural Potential

% of Property Used for Cropland/ Grazing Land

% of adjoining properties in Agricultural Production

% of Prime/Important Soils

Owner Income Generated From Property
Habitat Protection
Inside/outside PAMA
Discount Factor
Percent Discount Property Owner Willing to Accept

Easement Selection

Easement selection decisions would be based on scoring the ranking criteria and any additional
factors determined by program staff. Additional factors may include:

1. Cost of easement relative to total allocations and appropriations
2. Percent discount offered by landowner

3. Availability of time-sensitive matching funds such as state, federal or private
contributions

4. Proximity to other land subject to conservation easements
5. Consistency with County plans
6. Urgent situations that threaten a property with high agricultural importance

Program staff would engage property owners whose properties have been selected for
acquisition to discuss appraisals and easement terms, and to address any other questions or
issues a landowner may have. Property owners would be given a specified period of time to
determine if they wish to accept the County’s purchase offer. Easement valuations would be
obtained through the process described below.

Easement Valuation

The two approaches that established PACE programs use to determine easement values are:
1) appraisals, and 2) point systems. Easement acquisitions which utilize state or federal funds
are required to use the appraisal method. In cases where state or federal funding is not utilized,
point systems are used as an alternative valuation method. In addition to speeding up and
simplifying the valuation process, point systems can compensate for non-market values such as
density reductions. Since the majority of farms in San Diego County are small (68% of farms are
under 10 acres) and the state and federal farmland conservation program generally award
funding to larger farms, the County’s PACE Program is recommended to utilize a point system
for properties under 50 acres in size and appraisals for properties larger than 50 acres.
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The County’s point system would utilize the program’s ranking criteria. A dollar amount will be
applied to each point awarded under the ranking system; points awarded for discounting will not
be included in the valuation. Based on current easement values reported by the California
Farmland Conservancy Program (CFCP), easement values typically range from $4,000 to
$6,000 per acre. The CFCP reported that the highest easement values are realized in
agricultural areas under the highest threat of development. In one such case, the CFCP
reported an easement value of $8,000 per acre. Therefore, the maximum dollar amount
awarded per acre under the County’s point system would be initially set to not exceed $8,000.
Easement values reported by the CFCP for grazing lands are 50% less or greater than land in
agricultural production. The dollar amount awarded per point for properties which are utilized as
grazing lands will therefore be reduced by 50%. In all cases, the maximum dollar amount per
acre may be adjusted up or down as more localized appraisal data become available.

Larger properties (50 acres or greater) would determine easement value through the traditional
appraisal process. Under the appraisal valuation approach, appraisers estimate fair market
value then subtract an estimate of restricted value to determine the value of the easement. The
State of California’s, California Farmland Conservancy Program — Guidelines for the
Preparation of Agricultural Conservation Easement Appraisals should be used to guide the
County’s PACE program appraisal process (Appendix C). It is important to note that research
suggests that in some cases local appraisers by default consider a property’s subdivision build
out as its highest and best use when determining fair market value. Subdivision build out as the
highest and best use should only be acceptable when supported by data from the market place.
Unsupported or over speculative assumptions should not be accepted. Subdivision build out
values must also factor all development/subdivision costs including permitting, surveys, studies
infrastructure, etc.

Easement Provisions

Agricultural conservation easement contracts contain provisions that limit uses and activities
that are inconsistent with commercial agriculture and permit agricultural uses, agricultural
structures and related agricultural enterprises. A standardized easement document would be
utilized; however, in cases where funding partnerships and/or unique circumstances require
specific easement language/terms, allowances would be made to alter the document. A sample
easement document has been included in these guidelines (Appendix D). Monitoring and
enforcement provisions would be included in all easement agreements to ensure the land
complies with the terms of the easement.

M. Funding and Administration

Funding

Multiple sources of funding are proposed to support the PACE program. An allocation of County
funds is proposed to support acquisitions, leverage outside funding sources and administer the
program. While a number of outside funding sources exist, it is important to note that each
source has limitations. In many cases funding is awarded on a competitive basis and larger
farms with prime soils hold a competitive edge as state and federal farmland conservation
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programs prioritize soil quality and believe protecting larger farms will discourage development
on neighboring properties. In other cases, with funding sources such as TransNet, a biological
protection nexus is heeded to leverage funding. In addition, biological funding sources typically
restrict the types of crops that may be grown as a condition of funding. Restricting properties to
specific crops may discourage farmers from participating in the program, as this type of
restriction is generally not viewed favorably among farmers. In cases where program staff
believes a property may be eligible for outside funding, the County will take the lead on
coordinating with the outside agency and applying for the funds. The following list outlines
outside funding sources which may be leveraged/utilized for partial funding of the program.

Proposition 40 & 84

Proposition 40 and 84 funding is administered through the California Farmland
Conservancy Program (CFCP). The CFCP provides statewide grant funding on a
competitive basis to establish agricultural conservation easements and planning
projects. Administered by the California Department of Conservation, the program
requires land to sustain commercial agricultural production. This assessment
involves market, infrastructure and agricultural support services, as well as acreage
requirements. Surrounding parcel sizes and land uses also are expected to support
long-term commercial agricultural production.

CFCP easements do not restrict what crops can be grown and are intended to
complement the Williamson Act. The CFCP currently reports $7.6 million in available
funds statewide. Applications are accepted at any time. The CFCP will match up to 95
percent if matched by actual funds. However, the CFCP historic matching average is
approximately 55 percent. CFCP staff has reported that funding will likely be exhausted
within the next two years, unless additional revenue is directed to the program.

TransNet

TransNet is a %2 cent sales tax that funds a variety of transportation projects throughout
the County. The program is administered by SANDAG. In November 2004, voters
approved an extension ordinance expenditure plan that authorizes TransNet through
2048. The estimated $14 billion in sales tax revenue collected by TransNet will be
distributed equally among highway, transit and local road projects. SANDAG's
expenditure plan also created an Environmental Mitigation Program (EMP). The EMP
will receive $850 million to mitigate the impact of transportation projects on critical
habitat: $650 million for the mitigation of regional and local transportation projects and
$200 million for regional habitat acquisition, management and monitoring activities. The
goals of the County’s Multiple Species Conservation Plan (MSCP) are acknowledged as
a priority for the regional habitat conservation fund. The County’s MSCP program has
identified certain agricultural lands as critical wildlife corridors and therefore agricultural
properties within MSCP Pre Approved Mitigation Areas could be eligible for
TransNet funding on a limited basis. Funding priority is typically given to properties
which can be acquired outright and restored to native habitat.
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Quality of Life

The TransNet %2 cent sales tax measure passed in November 2004, the measure
included a commitment by the SANDAG Board of Directors to “act on additional regional
funding measures to meet long-term requirements for implementing habitat conservation
plans in the San Diego region.” No policy decision has been made to date regarding
what mechanism to utilize to fund the Quality of Life initiative. Sales tax, user fees, bond
measures, special assessments and impact fees are all being considered. The current
deadline for establishing a program is November 2012. The PACE program could likely
leverage Quality of Life funding should the program be enacted.

Water Conservation Grants

Due to the limited supply and cost of water, there is a potential that agricultural land
owners would execute agricultural conservation easements in exchange for cheaper
and/or more certain water. The Federal Natural Resource Conservation Service
(NRCS), Agricultural Water Enhancement Program (AWEP) is a voluntary conservation
initiative that provides financial and technical assistance to agricultural producers to
implement agricultural water enhancement activities on agricultural land for the purposes
of conserving surface and ground water and improving water quality. As part of the
Environmental Quality Incentives Program (EQIP), AWEP operates through program
contracts with producers to plan and implement conservation practices in project areas
established through partnership agreements. Producers would be eligible to apply for
cost share grants to cover up to 75% of the cost of installing approved practices.
Installation of more efficient irrigation systems would qualify; in fact, San Diego Farm
Bureau has approached NRCS about adding installation of nano-filtration systems to
its list of approved practices. The County could offer matching funds to cover the
producers share in exchange for easements. A spending cap could be utilized to ensure
the County’s matching fund contribution does not exceed the easement valuation that
would otherwise be realized via the point-system valuation method.

Farm and Ranchlands Protection Program

The Federal Farm and Ranch Lands Protection Program (FRPP) provides matching
grants to established state, local, private and tribal farmland protection programs.
Administered by the NRCS, the FRPP pays up to half of the appraised fair market value
of a conservation easement, while the qualifying program must pay at least twenty-five
percent of the purchase price. California PACE programs currently use FRPP funds to
match the California Farmland Conservancy Program (CFCP) and leverage local and
private monies as available. This matching funding source is competitive, with
California’s allocation determined on an annual basis by the NRCS. The FRPP has
several provisions in addition to those of the CFCP, including limits on impervious
surface coverage and a conservation plan requirement. Federal and state criteria related
to soil quality and/or farm size may make San Diego projects less competitive. In 2009,
the FRPP awarded $114,786,826 nationwide. California received $3,646,078 in funding
contributions towards the acquisition of 5 easements totaling 2,110 acres.
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CEQA Project Mitigation

The County’s Agricultural Resources Guidelines for Determining Significance outlines
parameters for determining the significance of impacts on agricultural lands as well as
acceptable mitigation practices. The guidelines discuss both on and offsite mitigation as
acceptable mitigation practices and refer to the County’s PACE program efforts as a
future method to implement offsite mitigation. Without a program such as PACE in place
it is difficult to implement offsite agricultural mitigation on a project by project basis.
With an established the PACE program, developers would be able to acquire (through
fee) offsite lands on a one to one ratio to mitigate impacts on agricultural lands.

Section 6 ESA

The California Department of Fish and Game is the state sponsor of the federal
Endangered Species Act (ESA) Section 6 grants program. The program offers annual
grants to support conservation planning and purchases of vital habitat for threatened and
endangered fish, wildlife, and plant species. ESA Section 6 grants have been utilized
successfully in the past to acquire County MSCP lands. The County MSCP has
identified certain agricultural lands as important for preserve design and therefore
Section 6 ESA funds may be a viable funding source for PACE program acquisitions
within the MSCP.

General Fund

An initial General Fund allocation of $2,125,000 is recommended to implement the program.
This allocation is intended to fund approximately 10 easement acquisitions totaling
approximately 450-500 acres. The acquisition estimate is based on an average easement value
of $5,000 per acre and an expected average eligible parcel size of 44 acres. It is estimated that
an additional 25% of the program costs will be realized through leveraging outside funding
sources and owner discounting. The total number, size and cost of the easement acquisitions is
a projection and may need to be adjusted up or down as a result of actual easement values and
program administration expenses.

Table 2 — Funding Projection

Easement County County Program Total Outside )
value Acquisition Administration County Contribution Total Cost Preserved
Expense Cost(1) Cost Discount(2)
$5,000 $3,750 $500 $4250 $1,250 $5,500 1
$2,500,000 $1,875,000 $250,000 $2,125,000 $625,000 $2,750,000 500

(1) Assumes program administration and project costs (appraisals, legal, etc.) will represent 10 percent of the
program cost to acquire.
(2) Assumes matching funds and landowner discounts will cover 25 percent of easement acquisition costs.

While the program as prepared is focused on the initial pilot period, a long term funding
projection has been provided to inform decision makers and the public on what a long term
funding strategy may involve. A refined long term funding strategy would be presented to the
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Board of Supervisors at the conclusion of the initial phase of the program as a component of a
recommendation report. The overall acquisition goal and program costs would be adjusted
based on the demand and costs realized during the initial phase of the program.

This projection focuses on an annual allocation of County funds with an overall
acquisition objective of 1,000 acres per year for 20 years.

The projection uses the same assumptions as noted in the Table 2 funding projection
and incorporates a 2% cost adjustment increase annually.

Table 3 — Annual Allocation

Easement COL.m.t.y County Total County Out.sidt.e -

Year Value Acquisition Pro.gram. Cost antrlbutlon Total Cost Preserved
Expense Administration Discount(2)
Cost(1)

2011 $5,000,000 $ 3,750,000 $500,000 $ 4,250,000 $ 1,250,000 $ 5,500,000 1,000
2012 5,100,000 3,825,000 510,000 4,335,000 1,275,000 5,610,000 1,000
2013 5,202,000 3,901,500 520,200 4,421,700 1,300,500 5,722,200 1,000
2014 5,306,040 3,979,530 530,604 4,510,134 1,326,510 5,836,644 1,000
2015 5,412,160 4,059,120 541,216 4,600,336 1,353,040 5,953,376 1,000
2016 5,520,404 4,140,303 552,040 4,692,343 1,380,101 6,072,444 1,000
2017 5,630,812 4,223,109 563,081 4,786,190 1,407,703 6,193,893 1,000
2018 5,743,428 4,307,571 574,342 4,881,913 1,435,857 6,317,771 1,000
2019 5,858,296 4,393,722 585,829 4,979,551 1,464,574 6,444,126 1,000
2020 5,975,462 4,481,597 597,546 5,079,143 1,493,865 6,573,009 1,000
2021 6,094,972 4,571,229 609,497 5,180,726 1,523,743 6,704,469 1,000
2022 6,216,871 4,662,653 621,687 5,284,340 1,554,217 6,838,558 1,000
2023 6,341,208 4,755,906 634,120 5,390,026 1,585,302 6,975,329 1,000
2024 6,468,033 4,851,024 646,803 5,497,827 1,617,008 7,114,836 1,000
2025 6,597,393 4,948,045 659,739 5,607,784 1,649,348 7,257,133 1,000
2026 6,729,341 5,047,006 672,934 5,719,940 1,682,335 7,402,275 1,000
2027 6,863,928 5,147,946 686,392 5,834,338 1,715,982 7,550,321 1,000
2028 7,001,207 5,250,905 700,120 5,951,025 1,750,301 7,701,327 1,000
2029 7,141,231 5,355,923 714,123 6,070,046 1,785,307 7,855,354 1,000
2030 7,284,055 5,463,041 728,405 6,191,446 1,821,013 8,012,461 1,000
Totals | $121,486,841 | $ 91,115,130 | $ 12,148,678 | $ 103,263,808 | $ 30,371,706 $133,635,526 20,000

(1) Assumes program administration and project costs (appraisals, legal, etc.) will represent 10 percent of the
program cost to acquire.
(2) Assumes matching funds and landowner discounts will cover 25 percent of easement acquisition costs.

Based on the assumptions noted above it is estimated it would require $103,263,808 in County
funds to place 20,000 acres into agricultural easements over a period of 20 years. $91,115,130
would be required for acquisitions, while an additional $12,148,678 would be required for
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administrative costs. An additional, $30,371,706 in funds may be realized through leveraging
and discounting.

Based on this projection, approximately 28 percent of the agricultural lands receiving reduced
densities under the General Plan Update could be included under the program in the 20 year
period. This assumes a relatively high participate rate which likely exceeds the amount of
interest the program would see from eligible property owners.

Program Administration

One full-time staff person would be assigned program management responsibility at the onset of
the project. Additional staff support would be needed from the General Services Group, Real
Estate Services Division to assist with easement valuations, County Counsel for contract
review, and GIS and administrative staff for as needed program support. A PACE Program
Advisory Committee is also recommended to oversee the program. The committee would assist
in tasks such as finalizing the ranking criteria, easement selection, monitoring and adjusting the
point-system valuation method, and developing program recommendations. It is recommended
that the committee consist of representatives from internal departments, the Farm Bureau,
community planning groups, environmental organizations, and the building or realtors
associations. The committee would be appointed by the Chief Administrative Officer or
implementing department director.

(\VA Program Implementation

The following framework is provided to guide the implementation of the program and provide
program participants with an understanding of the easement acquisition process. Typically, the
timeline from application to easement settlement averages 12-18 months among other
jurisdiction’s PACE programs. The overall length of the process varies based on the number of
applications received and whether or not outside funds are used. The County’s implementation
timeline outlined below has been set at 18 months.

1) Establish Eligibility List and Webpage

a. Within 30 days of program kick-off, create and post an eligibility list which
contains the assessor’s parcel number and address of all eligible program
properties. Property owners who believe their property may have been omitted
from the list in error will be provided contact information to request a property
specific eligibility analysis. The eligibility list will be updated as needed.

b. Within 30 days of program kick-off, create a program specific Webpage. The
webpage will provide a overview of the program, contact information, eligibility list
and will be routinely updated to reflect the status of the program.

c. Launch of the program Webpage should be coordinated with Communications
Office staff to ensure it is publicized through multiple media sources.
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2) Establish PACE Program Advisory Committee

a. Within 30 days of program kick-off, establish a PACE Program Advisory
Committee. Committee members should include representatives from the
Department of Planning and Land Use, Agricultural Weights and Measures,
Parks and Recreation, Farm and Home Advisors, Assessor’'s Office, community
planning groups, environmental organizations, the building or realtors
associations, and County Farm Bureau.

b. Within 45 days of program kick-off, conduct a PACE Program Advisory
Committee, program kick-off meeting. The sample application and ranking
criteria documents contained in these guidelines will be reviewed and finalized as
the primary action item of the meeting.

3) Open Application Window

a. Within 14 days of the program kick-off meeting, the finalized application should
be posted to the program webpage and made available in print format.

b. The application submittal deadline will be set for 30 days from its public posting.

c. Launch of the program application period will be coordinated with
Communications Office staff to ensure it is publicized through multiple media
sources.

4) Property Ranking/ Easement Selection

a. Within 7 days of the closing of the application acceptance window all applications
will be cataloged and screened for eligibility.

b. Within 45 days of the closing of the application acceptance window, all
applications will be analyzed and ranked.

c. Within 60 days of the closing of the application acceptance window, a ranking list
should be presented to the PACE Program Advisory Committee for review. The
final ranking order will be finalized based on the consensus of the Committee and
may include non-ranking factors such as availability of funds, ability to leverage
outside funding, proximity to other easement selection, etc. County staff will
pursue easements with the ten highest ranking properties.

5) Easement Valuation

a. The ten highest ranking property owners will be notified they have been selected
for easement acquisition within 7 day of the advisory committee finalizing the
ranking list. Property owners will be given 14 day to determine if they wish to
continue with the program. Should any property owners choose not to proceed,
the next highest ranking property owner will be notified and the process will
repeat as necessary.
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Valuations will be conducted based on the size of the property. Properties under
50 acres in size will utilize the point system valuation method, while large
properties (over 50 acres) will utilize traditional appraisals and be coordinated
through General Services Group, Real Estate Services Division.

Opportunities to leverage outside funding sources will be pursued during this
phase based on the selected properties and their ability to meet outside funding
sources eligibility requirements

Property owners will be notified of their easement valuation (easement purchase
price) and presented with a draft Agricultural Conservation Easement Contract
within 90 days of entering the Easement Valuation phase. Property Owners will
be given 14 days to accept the easement purchase price and terms of the
easement contract.

6) Easement Acquisition

a.

A Board letter will be drafted and docketed requesting authorization to execute all
finalized easement agreements. The board letter will follow all established
docketing, noticing and acquisition procedures.

Properties on which outside funding is being pursued will be processed on an
independent track and brought before the Board as the funding agreements are
finalized with the partnering funding agencies.

7) Recommendation Report

a.

b.

A recommendation report will be submitted to the Board of Supervisors within 18
months of program kick-off.

The report will detail the opportunities and challenges realized, provide an
analysis of program demand and property characteristic of interested PACE
program participants, detail the programs ability to leverage outside funding and
provide the Board with a long term implementation strategy.
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County of San Diego
Purchase of Agricultural Conservation Easement Program
Attachment B: Ranking Criteria

Density Reduction

1)

This factor measures the extent of density loss as a result of the General Plan Update.
Those properties that have lost the greatest number of lots will score the highest. Please
note a constraints analysis will be utilized. Density reductions will be based on a
properties viable development yield. Lots that could not be otherwise realized do to
constraints such as steep slopes, sensitive habitat, etc. will not be factored into the lot
loss total.

Density Reduction of:

10 or more lots 50 points

8 -10 lots 40 points

6 - 8 lots 30 points

4-6 lots 20 points

2-4 lots 10 points

Less than 2 lots 0 points
Score

Development Pressure

2)

These factors measure the extent to which development pressures may cause the
conversion of agricultural land to a non-agricultural use. The greater the likelihood of a
properties conversion to a non-agricultural use, the higher the score will be in this
category.

Availability of Sanitary Sewer and Public Water

Explanation: a farm is more likely to be surrounded by incompatible land uses or be
converted to a non agricultural use if it is in an area that has access to public sewer and
water service.

Public sewer and/or water adjacent to property 10 points

Public sewer and/or water within 1,500 feet of property 8 points

Public sewer and/or water within ¥ mile of property 5 points

Public sewer and/or water greater than % mile of property 0 points
Score
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3)

4)

Extent of Non-Agricultural Use in Area

A property with extensive non-agricultural uses in the area shall receive a higher score
than a tract that is more distant from such non-agricultural uses.

Intensive development adjacent or in immediate vicinity
(15 lots or more — commercial, industrial, residential uses) 10 points

Intensive or extensive scattered development within 1/4 mile radius
(20 lots or more — commercial, industrial, residential uses) 8 points

Scattered non-agricultural development within 1/2 mile radius
(20 lots or more) 5 points

No significant non-agricultural development in area 0 points

Score

Access to Public Roads

Access to public roads increases the suitability of a parcel for subdivision potential.
Properties with immediate access to public roads will score highest.

Property with public road frontage 10 points

Property within 500 feet of public road 8 points

Property within 500 - 1,000 feet of public road 5 points

Property greater than 1,000 feet from public road 0 points
Score

Agricultural Potential

5)

These factors measure the agricultural viability and or agricultural potential of a
property.

Percentage of Property Used as Cropland or Grazing Land
One of the primary goals of this program is to protect viable farmland. If a property
devotes a large percentage of the property to non- agricultural uses, it will receive a

lower score.

90 -100% 10 points
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6)

7

80 - 89%

70 - 79%

60 - 69%

50 - 59%

49% or less

Score

8 points
6 points
4 points
2 points

0 points

Percentage of Adjoining Land Uses in Agricultural Production

Properties located in area with other agricultural properties will help to develop a
nucleus of agricultural operations which can support each other and reduce conflicts

with incompatible land uses.

100% of adjoining properties in agricultural production

75 -99% of adjoining properties in agricultural production

50 -74% of adjoining properties in agricultural production

25 -49% of adjoining properties in agricultural production

Less than 25% of adjoining properties in agricultural production
75 -99% of adjoining properties in agricultural production

Score

10 points

8 points
6 points
4 points
2 points

8 points

Percentage of Property Designated Prime Farmland or Farmland of Statewide

Importance.

Properties which contain soils designated prime and or of statewide importance are

limited and more conducive to agricultural production.
50% or Greater
25 - 49%

1-25%

10 points

5 points

2 points
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8)

No Prime or Farmland of Statewide Importance 0 points

Score

Percentage of Owners Income Generated From Properties Agricultural Operation.

Properties which are the primary source of the owner’s income are more likely to remain
in production and continue as an ongoing enterprise.

100% owner’s income produced from property’s agricultural 10 points
75 — 99% owner’s income produced from property’s agricultural 8 points
50 — 74% owner’s income produced from property’s agricultural 6 points

25 — 49% owner’s income produced from property’s agricultural 4 points

5 — 24% owner’s income produced from property’s agricultural 2 points
<5% owner’s income produced from property’s agricultural 0 points
Score

Habitat Protection

9)

This factor measures the biological importance of the property. In some cases
agricultural lands may provide habitat or linkages to critical habit for endangered or
threatened species. Outside funding may be available to preserve agricultural land
where there is a nexus to biological protection.

Is the property within a Multiple Species Conservation Program, Pre-Approved Mitigation
Area?

Inside MSCP, PAMA Area 5 points
Outside MSCP, PAMA Area 0 Points

Score
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Discounting

10)

Discounting is a common practice among agricultural conservation easement programs
throughout the Country. Property owners may voluntarily agree to accept less than the

full value of their easement will rank higher.

Percentage of Easement Value Owner is Willing to Accept

50% or less

60%

70%

80%

90%

100%

Score

50 points
40 points
30 points
20 points
10 points

0 points

Total Score
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CALIFORNIA FARMLAND CONSERVANCY PROGRAM

Guidelines for the Preparation of
Agricultural Conservation Easement Appraisals

|. INTRODUCTION

The Department of Conservation's California Farmland Conservancy Program
(CFCP) offers the following advisory “Guidelines for the Preparation of
Agricultural Conservation Easement Appraisals” as a resource for appraisers and
grant applicants to use when developing appraisals that will be submitted with
applications for grant funding under the CFCP. The primary intent of these
guidelines is to encourage the preparation of agricultural conservation easement
appraisals that are as complete and thorough as possible, thereby facilitating the
program’s review of such appraisals. Incomplete or inadequate appraisal reports
can result in the program requesting additional information and analysis in the
form of supplements to the appraisal, requests that entirely new appraisals be
conducted, or outright rejection of grant applications.

These appraisal Guidelines are not intended to be the final word on the conduct
of conservation easement appraisals. Other resources such as the Uniform
Standards of Professional Appraisal Practices (USPAP) of the Appraisal
Foundation and the Land Trust Alliance's publication, Appraising Conservation
Easements serve as important resources for appraisers and entities seeking to
acquire conservation easements. Instead, these Guidelines are intended to
focus on specific issues directly related to agricultural conservation easement
appraisals in California.

A. Organization of These CFCP Appraisal Guidelines

These Guidelines have been organized to provide specific advice and direction
concerning the development of agricultural conservation easements. Beginning
with some background information and general suggestions for potential CFCP
grant applicants and appraisers, specific suggestions are provided concerning
the form of appraisal reports, described as three components: the Appraisal
Introduction, Market Area and Subject Property Discussion, and Agricultural
Conservation Easement Valuation. This section is followed by a set of specific
recommendations included in a Discussion of Significant Issues of Consideration
in Agricultural Conservation Easement Appraisals. Finally, these Guidelines
include example documents, including an Appraisal Content Checklist (Exhibit
A); an example of a comparable sale data sheet (Exhibit B); examples of
tabulated data charts (Exhibit C).
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B. CFCP’s Role in the Use and Review of Appraisals

The CFCP’s enabling legislation requires that every grant proposal submitted to
the program be accompanied by a qualified appraisal: conducted by an
independent appraiser (Public Resources Code section 10260). The CFCP has
the authority to commission the preparation of such appraisal reports directly, but
the program typically relies upon grant applicants working with landowners of
targeted properties to commission the preparation of appraisals. While the
CFCP may not be a direct client of the appraiser, it should be understood that
any appraisal being submitted for the purpose of applying for CFCP grant funds
will be thoroughly reviewed by the CFCP, and the CFCP should be identified as a
user of the appraisal. Appraisers should therefore recognize that their appraisal
reports meet the needs of the CFCP as well as their direct clients and should
state that they have been provided with a copy of these Program Guidelines.

C. Special Challenges of Agricultural Conservation Easement
Appraisals

Agricultural conservation easement appraisals can be very challenging
assignments. The use of agricultural conservation easements is still relatively
new, and such deed restrictions are not yet commonplace in many agricultural
regions of California. As such, there is still very little resale data for agricultural
conservation easement-encumbered properties that can be directly used in the
appraisal process. In addition, each agricultural conservation easement tends to
have elements that are specific to a given property, and may have unique
implications for the valuation of that property.

Agricultural conservation easement valuation is closely tied to the proximity and
timing issues of a given property in relation to the path of urban and non-
agricultural rural growth. Simply because one agricultural conservation
easement is concluded to diminish the estimated fair market value of a property
by a certain percentage does not mean that the same conclusion can be
immediately drawn for another property, even if it is in close proximity. In certain
situations, an appraiser may have to depart from traditional methods of valuation
to satisfactorily assess the market and other conditions that affect the valuation
of easement-restricted properties. However, at all times, the valuation
methodology and assumptions must be firmly tied to market-based factors.

The CFCP recognizes the special challenges associated with the development of
many agricultural conservation easement appraisal assignments. As a general
suggestion, the program recommends that the more complex or difficult an
agricultural conservation easement assignment, the greater the need for even
more thorough narrative discussion and presentation of relevant data and
information within appraisal reports.

1 An appraisal prepared by a qualified appraiser and as required in Federal Public Law
No: 108-357
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D. Suggestions for CFCP Grant Applicants when Commissioning
Appraisal Assignments

Applicants for CFCP grant funding should engage potential appraisers as early as
possible in the agricultural conservation easement acquisition process. The scope
of work and the specific requirements of the appraisal should be discussed with the
appraiser, and the appraiser should be informed of the documents and information
necessary to complete the appraisal assignment properly. Identifying appraisers
who can demonstrate strong writing and analytical skills and have direct experience
in the appraisal of agricultural conservation easements are important considerations
in making appraisal assignments. However, appraisers with broad experience in
other easement or partial property rights appraisal would also be helpful.

The grant applicant should inform the appraiser that CFCP and possibly other public
agencies will be reviewing the appraisal, and these entities should be identified as
intended users of the appraisal report.

The grant applicant should assure that the appraiser has relevant information
concerning the appraisal assignment as early as possible. Briefly, the key
documents and other information that a grant applicant should ensure that the
selected appraiser obtains include:

e The proposed agricultural conservation easement text (a summary or
advanced draft of the easement if that is all that is available). [Note: at this
point, it is appropriate to review and include essential language required by
the CFCP and other potential funding sources, such as the federal Farm and
Ranch Lands Protection Program, if funding is being sought from other
sources as well. Consult grant funders for this information];

e The number of separate agricultural conservation easements being
contemplated to encumber the subject property. Detail any provisions that
would allow for partitioning of the easement-encumbered property in the
future;

e Any areas of the property to be excluded from the easement and any areas of
the property that are not being used for agricultural purposes (e.g., riparian
setbacks, lands not suitable for farming, etc.);

e The number of any existing and/or proposed home sites and any building
envelopes the landowner may seek to reserve within each easement. Include
principal residence(s) as well as farm labor/support residence(s);

The subject property’s legal description;
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e A copy of a preliminary title report for the subject property;
¢ Details of any lease(s) affecting the subject property;

e The status of any Williamson Act or Farmland Security Zone contracts on the
subject property; and

e Details of any mineral rights associated with the subject property, including
both hydrocarbon and mineral aggregate rights, whether mineral rights have
been severed from the property, and the access rights for mineral extraction.

Many of the above items are discussed in greater depth later in this document.
E. Self-Contained versus Summary Formats

Appraisals should conform to the Uniform Standards of Professional Appraisal
Practice (USPAP) Reports prepared in a summary appraisal format as defined by
USPAP Standard 2-2(b), rather than in the self-contained format, will generally be
acceptable. However, for the purposes of the CFCP, the summary format should
still be comprehensive and quite detailed. Within the summary appraisal report, the
reader should expect to find all of the significant data reported, with the same depth
of analysis and level of detailed information as that which would be provided in a
self-contained report. Because of the inherent complexities of many agricultural
conservation easement appraisal analyses, summary appraisal reports are strongly
encouraged to be extremely thorough in the presentation of information and the
accompanying narrative analysis. If an appraisal report makes reference to
significant information contained in the appraiser’s work files, but not included in the
report, the report will be considered as a restricted use appraisal report, and will not
typically be considered acceptable for the purposes of the CFCP.

Il. Appraisal Guidelines: Specific Information to include in Appraisals

The following are suggested components for the preparation of agricultural
conservation easement appraisals that will be submitted for review by the CFCP.
This information is summarized in an accompanying Appraisal Content Checklist
provided in Exhibit A.

A. The Appraisal Introduction

This general section of the report includes basic conditions of the appraisal and facts
about the property being appraised. A title page indicating the property or project
name (or both), and the name of the appraiser should be included. A letter of
transmittal should be included indicating that the report is either a self-contained or
summary report, and that the California Farmland Conservancy Program is an
authorized user of the appraisal (if this is known or anticipated at the time the
appraisal is commissioned).
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In addition to the title page and letter of transmittal, the following elements should be
included as part of the introduction:

A Table of Contents for the Appraisal

A Summary of the Appraisal’s Important Facts and Conclusions
The Certificate of Value

A Description of the Purpose and Intended Use of the Appraisal
The definition of market value

An indication of the rights appraised

The Date of Value and the Date of the Report

B. The Market Area and Subject Property Discussion
1. Market Area Analysis

Appraisal reports should describe market area characteristics with a level of detail
that gives a complete overview of the conditions affecting the subject property. The
market area analysis should provide thorough discussion of relevant characteristics,
including prevailing land uses, the types and ranges of size of typical agricultural
operations in the area, tangible non-agricultural development pressures in the
subject area, directions of urban growth, transitional areas, linkages to transportation
and urban services areas relative to the property being appraised, and the likelihood
of non-agricultural uses of the subject property in the future.

The market area analysis should include information on relevant county and/or city
general plan and present growth policies. The analysis should also identify and
discuss the impact of existing or anticipated changes in the location of LAFCO-
defined spheres of influence, city limits, urban reserve areas, or urban limit lines on
the market values of the subject property and its market area. The analysis should
be sure to identify and discuss any trends in speculative land purchases, land
subdivisions, rural non-agricultural ranchette development in the vicinity of the
property being appraised or mitigation policies within the market area.

The marketability of the subject area for uses other than agriculture should be
identified and discussed. The analysis should include the community’s growth in
population in recent years and, if available, projections of future growth. Based on
this information, the demand for and of absorption of currently available land should
be discussed as well as any local mitigation requirements, if any. Conclusions
should be substantiated with factual market evidence.

The analysis of the market area should establish a credible basis for determining the
highest and best use of the subject property in the before valuation, as well as serve
as the basis for explaining the relationship of the subject property to the comparable
sales that are used in the report.
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2. Subject Property Analysis

The subject property description should provide a comprehensive narrative
description of the subject property, its location, significant features and
improvements that influence its market value. The analysis should provide a
thorough overview of the property.

It is recommended that this section include the following information concerning the
subject property:

A narrative description of the subject property’s size, shape, and topography and
net farm acreage

The legal description of the property (typically included as part of the
preliminary title report)

The number of legal parcels

Identification of assessor’s parcel number(s)

Current real estate taxes and any special assessments

Reclamation district assessments or charges, if any

Any relevant flooding or FEMA flood zone information

Any existing farmstead and proposed farmstead areas reserved in the
easement and their locations on the subject property

Any farm structures and other improvements including their sizes, ages,
quality of construction, condition, remaining economic life, and
contributory value

Any perennial plantings and crops, including their age, condition, and
remaining economic life

Water resource factors, including source, quantity, quality, and reliability for
irrigation

The access to the property (public or private, and paved or unpaved
roads)

Utilities available to the site including availability for the development of
domestic water supplies and septic system.

Whether there are Williamson Act or Farmland Security Zone contracts on
the property, and, if under non-renewal, the date(s) at which contracts
would terminate

Any lease or rental data including a discussion of the implications for the
market value of the subject property

Ownership of the mineral rights, including hydrocarbons, sand, and other
aggregates, and discussion of rights of surface entry; discuss any mining
activities that are known to have taken place on the subject or nearby
properties

In addition to the narrative section, maps and photographs of the property are
essential for users of the appraisal to properly understand the property’s setting and
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physical characteristics. These should be included as exhibits in the appraisal
report, including:

e Photographs of the subject property, including improvements, with delineated
reference points on the property

e A general location map

A topographic map (if there are significant variations in topography on the

subject property)

A FEMA flood zone map, if applicable

Drainage maps and its direction, if applicable

An assessor’s parcel map

A map detailing the soils comprising the subject property, including the soill

mapping units and their USDA Land Capability Classifications

e Important Farmland maps capturing the subject property as well as
surrounding lands.

lll. The Valuation of the Agricultural Conservation Property (Easement)
Highest and Best Use in the Before and After Conditions

Appraisals should identify and discuss the highest and best use of the property
before and after it would be encumbered with the proposed agricultural
conservation easement. The highest and best use should be the most probable
use of the property, appropriately documented and supported within the context
of the criteria normally considered in a highest and best use analysis. The
appraisal should provide the appropriate factual details to support the
conclusions of highest and best use. Any assumptions establishing the basis for
highest and best use should be supported with data from the marketplace;
unsupported or speculative assumptions as a basis for the highest and best use
conclusions should be avoided. The highest and best use conclusions should be
consistent with data contained in the market area analysis and the subject
property analysis and within the context of the appraisal’s date of value (i.e., the
present time).

Highest and best use analysis should be based on scenarios that are clearly
documented and supported, and should avoid gross speculation. For example, if
rural ranchettes are concluded to be the highest and best use of the property in
the before condition, there should be direct evidence to identify actual
development of ranchettes in proximity to the property to support this conclusion.
Any assumptions involving changes in zoning or general plan modifications
should be considered within the context of being reasonably probable events.
The highest and best use analysis should distinguish between highest and best
use of the property as if vacant and as though improved, particularly in situations
where the improvements include perennial plantings that have a significant value
to the property as a whole.
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A. Direct Sales Comparison Approach to Valuation

The direct sales comparison approach, using the before and after valuation
technique, is generally considered to be the most reliable method for establishing
the market value of an agricultural conservation easement. The appraisal should
provide sufficient market data and analyses to support a credible opinion of
market value. Only valid comparable sales data should be used.

In the appraisal of the property in the before condition, only comparables from a
location with very similar market forces and conditions to the subject property should
be used. Comparables from other population centers may not be a reliable indicator
of market value because the market factors in each location may be quite different.
If a comparable for the before condition is encumbered with a Williamson Act or
Farmland Security Zone contract, any effect of the contract on the sales price should
be fully analyzed and discussed.

In the appraisal of the property in the after condition, comparables should be
selected for which values derived solely from agricultural uses and any other uses
that the easement does not specifically preclude (e.g., hunting, fishing, etc.). In this
approach, it is generally possible to seek out appropriate comparable sales from a
much broader geographic area than the subject, provided that other factors, such as
the similarity of agricultural attributes, are evident. Larger contiguous blocks of
agricultural land may be particularly significant in this analysis. Whenever available,
proximate sales of properties already encumbered by agricultural conservation
easements may be extremely useful. However, in such cases, it will be very
important to compare specific terms of the existing and proposed easements, since
permitted and prohibited uses in conservation easements can vary considerably,
and have significant impacts upon value.

In both the before and after condition, the following items should be included in the
discussion of each comparable:

Support the reasons for the selection of the comparable

Identify the buyer’s purpose for purchasing the comparable property, if known
Provide representative photograph(s)

Provide an assessor’s parcel map

Provide a location map

It is generally helpful to include summary comparable sales details in a
comparable sales data sheet, an example of which is provided in Exhibit B.

1. History of Ownership

It is recommended that appraisals discuss any changes in the ownership of the
subject property that may have taken place during the period of up to five years prior
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to the effective date of the appraisal. If the change in ownership is an open market,
arms-length transaction, it is generally reasonable to include this sale within the
comparable sales analysis. It may be given considerable weight in the analysis and
conclusion of market value for the property in the before valuation, but this is at the
appraiser discretion to do so.

2. Adjustments to comparable sales

Adjustments to comparable sales should be explained and justified in the narrative
analysis. The individual and gross adjustments to the data should be reasonable
and conform to generally accepted appraisal practice standards. Sales that require
large adjustments are not generally comparable to the subject property and should
be avoided if at all possible. When it is necessary to include a sale with large
adjustments, the appraisal should provide an acceptable explanation for including
the sale and should provide a well-grounded justification for the adjustments.
Brokers’ opinions, unexercised purchase options, and expired listings may be used
as supportive documentation in conjunction with and support of comparable market
data.

The appraisal may consider including tabulated charts summarizing the important
similarities and differences between the comparable sales and the subject property.
Likewise, tabulated charts that summarize the important adjustments may be
included, but if not used either explain why they are not included or provide a
gualitative analysis to the assist the reader understand conclusions of value. . Two
examples of tabulated charts are attached as Exhibits C.

3. Minimum Number of Comparables

There is no set number of sales considered necessary to establish the market value
of an agricultural conservation easement. However, the CFCP recommends that
each estimate of market value contain no fewer than three sales, provided they are
highly similar to the subject property in the before condition, or strong indicators of
residual agricultural value in the after condition. Ideally, each estimate of market
value should contain four to six comparable sales. An appraisal that uses fewer
than three comparable sales should thoroughly explain and justify the reason for
doing so.

B. Income Approach to Valuation
The use of the income approach as a method of valuation for agricultural land is
most valid in areas of the state where agricultural land is commonly purchased
as an investment for its rental income. As a method of valuation, the sales
comparison approach is generally considered more reliable. However, the
decision as to which approach is the more reliable method should be left up to
the appraiser and it is the responsibility of the appraiser to inform the reader
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within the report and within the reconciliation section as to which valuation
method is the most reliable for the particular assignment.

If the income approach is used, it should be properly documented in accordance
with the Uniform Standards, Rule 1-4(c)(i-iv). Rents and capitalization rates
should be documented and derived from the marketplace. The rental information
should indicate whether the rent is annual cash or share rent. When the property
is subject to a lease, the information should include the term of the lease, date
the lease was signed, and any expenses paid by the lessor. The comparables
used in the development of the income approach should be documented,
discussed, and confirmed in the report to the same degree that the comparables
are considered in the sales comparison approach to valuation. In cases where
the landowner does not want to release specific lease information, acknowledge
that fact to the reader and provide a share rent in the market area instead.
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IV. Additional Suggestions for Agricultural Conservation Easement
Appraisals

The following is a listing of issues that have been found to be significant in CFCP
reviews of agricultural conservation easements, with recommendations for how each
issue should be considered and addressed within appraisal reports.

A. Preliminary Title Report

The appraiser should be sure to obtain a preliminary title report from the client, and
review title exceptions contained in the title report. Exceptions may include mineral
rights exclusions, easements, leases, life estates, deed restrictions, Williamson Act
or Farmland Security Zone contracts, disputed claims over water rights, etc. The
appraisal should summarize the title exceptions and detail their potential effect on
the market value of the subject property. A statement should be included confirming
that the preliminary title report was provided, that the outstanding title issues
identified in the preliminary title report were reviewed, and that the conclusion of
value has accounted for any relevant title exceptions. [Note to appraisers and grant
applicants: existing easements on the subject property, such as Army Corps of
Engineers or Department of Water Resources flowage easements, should be closely
reviewed to determine whether they may impact valuation of subsequent agricultural
conservation easements].

B. Specific Agricultural Conservation Easement Language and
Permitted and Prohibited Uses

The appraiser should request from the client a copy of the proposed agricultural
conservation easement for the specific property or a model easement that can be
used as a sample. The proposed easement terms for the subject property should be
fully discussed with the clients and landowners of the subject property, including
permitted and prohibited uses. The proposed easement might have variables such
as provisions for more than one farmstead area, exclusion of the farmstead area
from the easement, lot line adjustments, and potential division of the easement-
encumbered property into different ownerships in the future. The farmstead is a
delineated area of the farm or ranch usually reserved for farm buildings. The
appraisal should provide a summary of each easement’s permitted and prohibited
uses, and clearly summarize how any of these provisions were factored into
conclusions of value. [Note to grant applicants: It is best to include specific
easement language requirements of anticipated grant funders, including the CFCP
and the federal Farm and Ranch Lands Protection Program. If unfamiliar with these
requirements, contact the programsj.

C. Arm’s Length Transactions

Appraisals should strive to use only verified open market, arm’s length transactions
within the comparable sales analysis. Sales involving public or quasi-public entities
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should generally be avoided, unless there are compelling arguments to justify their
use. Public entities are frequently motivated by a set of concerns and specific
requirements that are different from those of a private buyer. Transactions involving
public or quasi-public entities may result in inflated purchase prices, because these
entities are targeting a specific property and seek to avoid unfavorable relationships
with owners and any negative publicity associated with potential condemnation
proceedings. These properties are frequently not listed and the sellers are less
motivated than typical sellers.

D. Appraisals of Agricultural Conservation Easements on Smaller
Properties

The CFCP does not define a minimum parcel size under which an agricultural
conservation easement may be established using CFCP grant funds. However,
the CFCP is required to fund easements on properties that are justified as being
likely to remain as economically viable agricultural units. In general, the smaller
the property under consideration for an agricultural conservation easement, the
greater the challenge in finding justification for continued agricultural use of the
property over the long term, particularly since most agricultural conservation
easements do not dictate a minimum level of continued agricultural activity.

In areas where there is an established or developing market for rural ranchettes,
it can be difficult to assign significant value to the imposition of agricultural
conservation easements. For example, a 20-acre property, retaining a homesite
and perhaps a secondary dwelling unit, could still ultimately become a rural
ranchette, regardless of whether or not there is an agricultural conservation
easement on the property (i.e., there may be a minimal impact of the imposition
of the easement on the conclusion of highest and best use for the property).
When dealing with smaller agricultural units that retain homesites, appraisals
should be especially clear and deliberate in explaining valuation conclusions.

In cases where an already small property is valued based upon its potential
breakup into smaller ranchettes (e.g., an easement that would prevent a 20 acre
property from being broken into four 5-acre parcels), grant applicants should be
aware that funders such as the CFCP will have difficulty in rationalizing the
expenditure of funds where the continued threat of rural ranchetting of
agricultural properties cannot be minimized.

E. Williamson Act Contracts and Farmland Security Zone Contracts

Appraisals should identify whether or not the subject property is subject to either
Williamson Act (10 year) or Farmland Security Zone (20 year) contracts, and the
status of any such contracts (i.e., specify if any contracts have initiated the process
of non-renewal). Appraisals should provide a complete analysis of any effects of
land conservation contracts on the near-term or long-term development potential
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and market value. This analysis should be comprehensive, including properties
within the county, generally, as well as the subject property specifically. Conclusions
of valuation impacts should be correlated with the conclusions of highest and best
use in the before valuation.

In addition, appraisals should identify whether the sales comparables being used are
likewise under Williamson Act or Farmland Security Zone contracts. The analysis
should fully discuss and justify conclusions concerning the effect of such contracts
on the comparables’ sale prices and the appropriateness of their use in the overall
analysis (and any adjustments that must be made).

Attention should also be given to neighboring properties in the path of growth that
may likewise be in Williamson Act or Farmland Security Zone contracts, and what
effects the presence of other contracted lands may have on the conversion potential
of the subject property.

F. Potential Flooding Conditions on Subject Properties

If there are issues of potential flooding (e.g., FEMA or other flood risk
designations) associated with the subject property, the impact upon valuation of
an agricultural conservation easement should be fully addressed. This becomes
particularly true when significant portions of a property lie within a 100-year flood
designation. A highest and best use conclusion in the after condition that is
based upon non-agricultural uses requiring construction within a flood plain, or
alteration of the landscape in response to the threat of flooding, should
acknowledge and account for the full costs associated with the development of
the property to attain those uses.

G. Allocation of Value to Agricultural and non-Agricultural Portions
of the Property

When subject properties include significant acreages of both agricultural and non-
agricultural lands, or acreages of both irrigated cropland and non-irrigated grazing
land, grant applicants and appraisers should fully discuss and delineate these
different lands. In such cases, it is common for different grant funding sources to
consider funding conservation easements on different portions of a given property.
The CFCP therefore requests that appraisals separately allocate the before and
after values to these different lands comprising the subject property.

H. Subdivision Development Analysis
Appraisals should not unconditionally present a subdivision analysis technique that

assumes the property can be subdivided into smaller units, such as ranchettes or
other smaller units, based solely on the current zoning or potential future changes in
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zoning. Subdivision development analysis requires technical assistance from other
branches of knowledge in real estate development, including land planners,
registered engineers, and real estate marketing experts.

The assumption that a property can be legally subdivided beyond current zoning
should not be made unless tentative parcel maps have been approved for the
property. Analysis based upon subdivision of a property down to its current zoning
minimum acreage should include discussion of the likelihood of such subdivision,
based upon recent comparable actions that have been taken by the relevant local
government jurisdiction. Analyses should account for the cost, time, and risk
associated with attempts to divide property.

. Additional Diminution of Value of Easement-Encumbered
Property below its Residual Agricultural Value

Any additional downward adjustment that is made to account for a projected loss of
market value in the after valuation of the subject property, due to opinions about the
intrusive nature of ongoing monitoring and enforcement of the proposed agricultural
conservation easement, should be fully explained and justified with market evidence.
An automatic additional discount to the property’s after valuation that is tied to the
monitoring and enforcement of the easement or a “hassle factor” involved with the
sale of an easement-encumbered property will not be accepted without complete
justification. Actual market data on this point is scant, but evidence from sales of
properties encumbered by agricultural conservation easements indicates that
additional discounts below the residual agricultural value of the easement-
encumbered lands are not warranted without justification as to why it is deducted
from the property’s value.
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Exhibit A, Appraisal Checklist

The following is a suggested checklist of appraisal components that are
appropriate for development of a complete conservation easement appraisal.
Please refer to the narrative section of the guidelines for more specific details as
noted in the footnote sections of the checklist.

Please note: These guidelines do not constitute complete guidance for
appraisals. For more definitive guidelines please refer to such resources as the
Uniform Standards of Professional Appraisal Practices (USPAP) of the Appraisal
Foundation or the Land Trust Alliance's publication, Appraising Conservation
Easements

A. APPRAISAL INTRODUCTION
1. Include atitle page that indicates:

a. the property or the project name or both
b. the date of the report

c. the name of appraiser

the report is either a self-contained or summary report
the date of value and the date of the report

)
)
)
)
) 2. Include letter of transmittal that indicates:
)
)
) the value conclusions

)

o W e W o W e WY e W S T e T e W oY

o o o @

the California Farmland Conservancy Program is an authorized user of

the appraisal (if this is known or anticipated at the time the appraisal is

commissioned)

( ) 3. Include aTable of Contents for the Appraisal

() 4. Include a Summary of the Appraisal’s Important Facts and
Conclusions

( ] 5. Include the Certificate of Value

( ] 6. Describethe Purpose and Intended Use of the Appraisal

( J 7. Include the definition of market value

2 For CFCP appraisal purposes, a summary appraisal report format is generally acceptable. The
essential difference in the two reporting options is the way in which the information is presented.
In the self-contained appraisal report, the reader should expect to find all the significant data
reported in comprehensive narrative detail; while in the summary appraisal report, the reader
should expect to find all significant data reported in tabular or abbreviated narrative format. Under
either option, the depth and detail of information in the report should the same. Under either
option, the report should contain all of the information significant to the completion of the
appraisal assignment and necessary for the client and users of the report to properly understand
the rationale for the opinions and conclusions. If the report utilizes significant information
contained in the appraiser’s work files but not included in the report, the report is considered a
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( ) 8. Indicate the Rights Appraised
( J 9. Indicate the Date of Value and the Date of the Report

restricted use appraisal report and will not typically be considered acceptable for the purposes of
the CFCP.
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SUBJECT PROPERTY AND MARKET AREA INFORMATION

() 1. Provide a Description of the Subject Market Area that fully discusses:

() a. subject property’s marketability and the prevailing land uses in the
subject’'s market area

() b. changes taking place that impact the current and future agricultural use of
the subject property and its market area

() c. projected changes in the community population and its impact on the
development in the market area in which the subject property is located

() d. any speculative land purchases, land subdivision, or ranchetting in
proximity to the subject’s market area

() e. urban service areas and transportation linkages to the subject’s market
area

() f. anticipated changes in the location of urban limit lines, city limits, spheres
of influence, and urban reserve areas impact on the market values of the
subject property and its market area

() g. the current and anticipated future changes in the county and city general
plans as they may affect the market value and potential development of
the subject property. ?

( J 2. Provide a detailed description of the subject property that includes:

() a. any sale(s) that occurred in the last 5-years prior to the date of value

) b. photos of the land, significant features, and improvements

() c. the property’s legal description is optional if it is included in the
preliminary title report (PTR)

()  d. statement confirming the PTR was provided and reviewed

() e. the outstanding title issues identified in the PTR

() f. the number of legal parcels (may not always correspond to assessor’s
parcel)

() g. assessor's parcel numbers, current real estate taxes, and special
assessments

() h. reclamation district assessments or charges, if any

3 The market area analysis should provide the reader with a general understanding of the area
characteristics, development pressures on the subject area, direction of urban growth, and the
likelihood of a non-agricultural use of the subject property in the future. It should also establish a
basis for determining the highest and best use of the subject property in the before valuation.
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() i. narrative description with maps of subject property’s size, shape, and
topography

() j. the existing farmstead and proposed farmstead areas reserved in the
easement and their locations on the subject property

( J k. access to the property (public or private, and paved or unpaved roads)

() I. the FEMA Flood Zone information and map

() m. a soils map including the soil mapping units and their USDA Land
Capability Classifications

() n. water resources, including quantity, quality, and reliability for irrigation

() 0. utilities available to the site

() p. whether there is a Williamson Act (10-year contract) or Farmland Security
Zone (20-year contract) on the property

() g. lease or rental data including a statement as to affect of the lease on the

() market value of the subject property

() r. ownership of the mineral rights, including hydrocarbons, sand, and other
aggregates

() s. the farm structures and improvements including their sizes, ages, quality
of construction, condition, remaining economic life, and contributory value

() t. perennial plantings and crops including their age, condition, and
remaining economic life

MARKET DATA ANALYSIS AND VALUATION

( ) 1. Provide a highest and best use analysis for the subject property both
before and after it is encumbered with the proposed agricultural
conservation easement.

( ) a.highest and best use should be the most probable use of the property
appropriately documented and supported within the context of the criteria
normally considered in a highest and best use analysis.

() b.highestand best use analysis should distinguish between highest and best
use of the property as if vacant and as improved, particularly in situations
where the improvements including any perennial plantings that have a
significant value to the property as a whole.

( ) c.assumptions establishing the basis for highest and best use should be

supported with data from the market place; unsupported assumptions as a
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basis for the highest and best use conclusion are speculative and should be

avoided in the appraisal reports.

() a highest and best use analysis is considered improper and speculative when it

is based on a scenario of short-term or long-term events taking place in the

future.

() e changes in zoning, general plan designations, and land use should be

considered within the context of being reasonably probable events.
( ) f the highest and best use conclusions should be consistent with data
contained in the area and site analysis and within the context of the

appraisal’s date of value.

support of the highest and best use conclusion.

g. highest and best use analysis should provide appropriate factual details in

( ) h.address flood plain and wetlands issues as they would apply to the potential

development of the subject property.

( ) i. if the analysis concludes ranchettes are considered to be the highest and

best use of the property in the before valuation, the analysis should identify

the actual development of ranchettes in proximity to the subject property to

support the conclusion.

() 2. Provide a sales comparison approach for the valuation of the subject

property both before and after it is encumbered with the proposed

agricultural conservation easement:

() a. support reasons for the selection of the comparables in both the before

and after valuations.

() b. identify the buyers’ purposes for purchasing the comparable properties,

i.e. agricultural production or future development

() c. avoid utilization of sales involving public or quasi-public entities*

4 Appraisers should be sure to use only verified open market, arm’s length transactions. Public or
guasi-public entities are frequently motivated by a set of concerns and specific requirements that

at times are different from those of a typical buyer. Transactions involving these entities

frequently have willing sellers and buyers, but they may pay inflated prices for property to avoid
unfavorable consequences and bad publicity, e.g. through exercising the power of eminent
domain. These properties are usually not listed and the sellers are less motivated than the typical

sellers.
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() d. include tabulated charts summarizing the important similarities and

differences between the comparable sales and the subject property. °
() e. include tabulated charts that summarize the important adjustments.
() f. provide sufficient market data and analyses of the data to support

credible opinion of market value ®

() g. provide a narrative explanation and justification for all of the adjustments
to the market data ’

() h. utilize valid comparable sales data in the sales comparison approach

() i. brokers’ opinions, unexercised purchase options, and expired listings

should not be used as comparable market data. Current listings are
acceptable if appropriate adjustments are made for the prevailing market
conditions.

j. discuss the effect of the Williamson Act or the Farmland Security Zone
on the sale prices of the comparables and the before and after valuation
of the subject property

() k. negative adjustment for the loss of market value in the after valuation of

the subject property due to the perceived intrusive nature and monitoring

5 Two examples of tabulated charts, which may be utilized for summarizing and visually
distinguishing important characteristics in the subject property and comparables sales and
important adjustments for differences between the comparable sales and the subject property,
are attached as Exhibit C. These charts provide a quick visual overview and a way of comparing
the various characteristics in each sale with those in the subject property. The type of
comparative analysis demonstrated in Exhibit C is an effective way to rank the sales overall as
superior, similar, or inferior overall to the subject property as a condition for bracketing the market
value of the subject property. The use of percentage adjustments instead of qualitative
adjustment as demonstrated are also considered appropriate. Charts should be located in the
body of the sales analysis for the reader’s convenience. The use of these charts is of course
optional.

6 The sales comparison approach, utilizing the before and after valuation technique, is considered
the most reliable and the generally accepted method for establishing the market value of an
agricultural conservation easement. The direct comparison of sale properties with agricultural
conservation easements is not generally utilized because there is insufficient market data. In
general, there is no set number of sales necessary to establish the market value for an
agricultural conservation easement. CFCP suggests that each estimate of market value should
contain no fewer than three sales, providing they are similar to the subject property. Ideally, each
estimate of market value should contain four or six comparable sales. The utilization of fewer
than three comparable sales should be fully explained and justified.

7 The individual and gross adjustments to the data should be reasonable. Sales that require
large adjustments are not generally comparable to the subject property and should be avoided if
at all possible. When it is necessary to include a sale with large adjustment(s), the appraisal
should provide an acceptable explanation for including the sale and should provide a well-
grounded justification for the adjustment(s).
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aspects of the proposed agricultural conservation easement should be
fully explained and justified with market evidence.

() I. For each comparable the analysis should include the information
requested on the sales profile sheet, as well as a photograph(s),
assessor’s parcel map, and location map for the comparable. See
“Exhibit C”

3. Income Approach

() a. CFCP considers the use of the income approach optional

() b. the income approach should not be the principal method for estimating

both the before and after market values of the subject property

) c. provide complete analysis and documentation of the data as are

available, including the comparable rental data, operating expenses, and
the development of the capitalization rates, if the income approach is
applicable and utilized as method of valuation of the subject property
4. Cost Approach ®
() a. include the cost approach if it is applicable to the solution of the appraisal
or necessary in order to result in opinions and conclusions that are
credible
5. Subdivision Analysis
() a. presentation of a subdivision analysis assuming that the property can be
subdivided into smaller units, such as ranchettes, is not generally
considered an acceptable valuation technique for agricultural land, but
if used should account for the cost, time, and risk associated with
attempts to divide property and should be weighed against other
components of the evaluation.
6. Reconciliation of the market value indicators

() a. if two or more approaches are used in the valuation of the property, the

two values should be reconciled into a final estimate of value.

() b. the analysis should indicate which comparables were given the most

weight in the final conclusion of value

() c. discuss and provide support for the market value concluded

ADDENDA
( ) 1. include of the copy agricultural conservation easement specific to the

subject property.
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include a preliminary title report
include location map(s) of the comparable sales and rentals properties
include photo of the comparable sale and rental properties

included assessors parcel number(s) and parcel map(s) of comparable

sales and rentals properties

6. include comparable data sheets with the following information ®

a.

-~ 0 oo T

= Q@

[S—

L T o 5 3 7

—
=

Number of legal parcels

Name of grantor and grantee

Date of the deed and date of the recording

Recorded book and page number

Amount of the transfer tax

Sale price

The dollar amounts of the down payment and the deeds of trust, if any.
Acreage

Zoning

Present use

Williamson Act or Farmland Security Zone information, if any

Description of the Improvements

. Available utilities

Topography

Soils Information

FEMA flood zone information

Reclamation district information and fees, if any

Disposition of the mineral rights

Name of the person involved in the transaction and person confirming

the transaction.

8 An example of a comparable sales data sheet is attached as Exhibit C and is provided as a
visual aid and a form for presenting the information requested on the comparable sales data
sheet. Its use of course is optional.
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Exhibit B — Comparable Sales Data Sheet Example

Property Type: County:

Assessor’s Parcel Number:

Location:

Grantor:

Grantee:

Date of Deed: Recording Date:

Documentary Tax:

Sale Price: Down Payment:
Land: Improvements:
Size: Zoning:

Present Use:
Legal Description:
Improvements:
Access:

Utilities:
Topography:
Crops:

Soils:

Source of Water:
Flood Plain:
Reclamation District:

Mineral Rights:

Book/Page:

Mortgage:

Overall Price/Acre:

Price/Acre of Land:

Sale Confirmed By: Name of the Person Involved in and the Person Confirming the

Transaction
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Exhibit C — Market Data Analysis and Valuation

Subject Sale No. 1 Sale No. 2 Sale No. 3 Sale No. 4 Sale No. 5
Sale Price $500,000 $500,000 $552,000 $690,000 $380,000
Financing Market Cash Market Market Cash
Conditions of Sale Arm'’s Length Arm’s Length Arm'’s Length Arm’s Length Arm'’s Length
Market Conditions (Time) Current Current Current Current Current
Indicated Sales Price $500,000 $470,000 $552,000 $640,000 $380,000
Improvements $0.00 ($30,000) $0.00 ($50,000) $0.00
Adjusted Sales Price $500,000 $470,000 $552,000 $640,000 $380,000
Acres 120 100 110 120 160 80
Adjusted Price/Acre $5,000 $4,270 $4,600 $4,000 $4,750
Location Hwy 4 Cherokee Lane River Ranch. Rd Willow. Rd. Hwy 88
Physical Characteristics
Zoning Designation AG-60 AG-40 AG-60 AG-40 AG-80 AG-40
Access Paved Paved Paved Unimproved Paved Paved
Topography Level Undulating Gently Sloping Level Undulating Level
Predominate Soil Class Class | Class | &Il Class 1 &l Class Il Class | Class 1 &l
Source of Water Wells Irrigation District Riparian Rights Wells Spring Irrigation District
Utilities Public Public Public Public Public Public
Flood Plain Designation Zone C Zone C 1/3 Zone A, 2/3 Zone C Zone C Zone B Zone B
Reclamation District None None Yes None Yes None
Mineral Rights Included All None Y% Mineral Rights All All None
Number of Legal Parcels 3 1 2 2 1 1
Subdivision Potential Based | 2 2 1 3 2 2

on Current Zoning
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Exhibit C Example of Qualitative Comparables Sales Comparison and Adjustment Grid

Sale No. 1 Sale No. 2 Sale No. 3 Sale No. 4 Sale No. 5
Sale Price $500,000 $500,000 $552,000 $690,000 $380,000
Financing Market Cash Market Market Cash

Condition of Sale

Arm'’s Length

Arm'’s Length

Arm’s Length

Arm’s Length

Arm’s Length

Market Conditions (Time) Current Current Current Current Current
Indicated Sales Price $500,000 $470,000 $552,000 $640,000 $380,000
Improvements $0.00 ($30,000) $0.00 ($50,000) $0.00
Adjusted Sales Price $500,000 $470,000 $552,000 $640,000 $380,000
Acres 100 110 120 160 80
Adjusted Price/Acre $5,000 $4,270 $4,600 $4,000 $4,750
Location Superior Similar Similar Similar Slightly Superior
Size Slightly Superior Slightly Superior Similar Inferior Superior
Access Similar Similar Inferior Similar Similar
Topography Inferior Slightly Inferior Similar Inferior Similar
Soils Classification Slightly Inferior Slightly Inferior Inferior Similar Slightly Inferior
Source of Water Slightly Superior Superior Similar Inferior Similar
Utilities Similar Similar Similar Similar Public
Flood Plain Designation Similar Inferior Similar Slightly Inferior Slightly Superior
Reclamation District Similar Slightly Inferior Similar Slightly Inferior Similar
Mineral Rights Included Inferior Slightly Inferior Similar Similar Inferior
Number of Parcels Inferior Slightly Inferior Slightly Inferior Inferior Inferior
Subdivision Potential Similar Slightly Inferior Slightly Superior Similar Similar
Overall Rating Superior Slightly Inferior Similar Inferior Slightly Superior
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Attachment D: County of San Diego
Sample Agricultural Conservation Easement
(Not for execution)

DEED OF AGRICULTURAL CONSERVATION EASEMENT

THIS DEED OF AGRICULTURAL CONSERVATION EASEMENT (the "Easement") is made
by is made by xxxx ("Grantor"), to the County of San Diego, ("Grantee").

WITNESS THAT:
WHEREAS, Grantor is the owner in fee simple of that certain real property in San Diego County,
California, comprising County of San Diego Assessor’s Parcel(s) NOo(S). XXX-XXX-XX, XXX-XXX-XX and
XXX-XXX-XX, and more particularly described in Exhibit A attached hereto and incorporated herein by this
reference (the "Property™); and

WHEREAS, the Property possesses significant agricultural, open space and scenic values of great
importance to Grantor, the people of San Diego County and the people of the State of California; and

WHEREAS, Grantor and Grantee intend that the Property be maintained in agricultural production by the
maintenance of the agricultural values thereof and that the open space and scenic values of the Property
be preserved by the continuation of the agricultural and ranching uses that have proven historically
compatible with such values; and

WHEREAS, the County of San Diego supports and encourages farming (Policy 1-133) and the protection
and preservation of agricultural land uses and agricultural land; and

WHEREAS, Grantor intends, as owner of the Property, to convey to Grantee the right to preserve and
protect the agricultural, and to the extent consistent with agricultural values, the open space, and scenic
values of the Property in perpetuity; and

WHEREAS, Grantee intends, by acceptance of the grant made hereby, forever to honor the intentions of
Grantor to preserve and protect the agricultural, open space, and scenic values of the Property in
perpetuity;

NOW, THEREFORE, for good and valuable consideration, in consideration of the mutual covenants,
terms, conditions, and restrictions contained herein, and pursuant to the laws of the State of California
including, inter-alia, sections 815-816 of the California Civil Code, Grantor does hereby voluntarily grant
to Grantee an Agricultural Conservation Easement in gross in perpetuity over the Property of the nature
and character and to the extent hereinafter set forth (the "Easement").

1.Purpose. It is the purpose of this Easement to enable the Property to remain in
agricultural uses (as defined in Exhibit B, section 2), by preserving and protecting in perpetuity
itsagricultural values, character, use and utility, and by preventing any use or condition of the Property
that would significantly impair or interfere with its agricultural values, character, use or utility. To the
extent that the preservation of the open space and scenic values of the Property is consistent with such
use, it is within the purpose of this Easement to protect those values.

2.Affirmative Rights and Interests Conveyed. To accomplish the purpose of this
Easement, the following rights and interests are conveyed to Grantee by this Easement:
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(a) To identify, to preserve and to protect in perpetuity the agricultural values, character,
use and utility, including the agricultural productivity, vegetation, soil and water quality, and the open
space and scenic values of the Property. (The agricultural values, character, use and utility, and the open
space and scenic values of the Property are hereinafter referred to collectively as "the Protected Values".)

(b) To enter upon, inspect, observe, and study the Property for the purposes of (i)
identifying the current condition of, uses and practices thereon, and the baseline condition thereof; and (ii)
monitoring the uses and practices to determine whether they are consistent with this Easement. Such entry
shall be permitted upon prior notice to Grantor, and shall be made in a manner that will not unreasonably
interfere with Grantor's use and quiet enjoyment of the Property.

(c) To prevent any activity on or use of the Property that is inconsistent with the purpose
of this Easement, and to require the restoration of such areas or features of the Property that may be
damaged by any inconsistent condition, activity or use. However, it is the intention of this Easement not
to limit Grantor's discretion to employ their choices of farm and ranch uses and management practices so
long as those uses and practices are consistent with the purpose of this Easement.

(d) Subject to Grantor's consent, to erect and maintain a sign or other appropriate marker
in a prominent location on the Property, visible from a public road, bearing information indicating that the
Property is protected by Grantee. The wording of the information shall be determined by Grantee, but
shall clearly indicate that the Property is privately owned and not open to the public. Grantee shall be
responsible for the costs of erecting and maintaining such sign or marker.

3._Uses and Practices. Grantee and Grantor intend that this Easement shall confine the
uses of the Property to agriculture, residential use associated with the agricultural use of the Property, and
the other uses which are described herein. Examples of uses and practices which are consistent with the
purpose of this Easement and which are hereby expressly permitted, are set forth in Exhibit B, attached
hereto and incorporated herein by this reference. Examples of uses and practices which are inconsistent
with the purpose of this Easement, and which are hereby expressly prohibited, are set forth in Exhibit C,
attached hereto and incorporated herein by this reference. The uses and practices set forth in Exhibits B
and C are not necessarily exhaustive recitals of consistent and inconsistent activities, respectively. They
are set forth both to establish specific permitted and prohibited activities, and to provide guidance in
determining the consistency of other activities with the purpose of this Easement.

4. Baseline Data. In order to establish the present condition of the Protected Values,
Grantee has examined the Property and prepared a report (the "Baseline Documentation Report™)
containing an inventory of the Property's relevant features and conditions, its improvements and its
natural resources (the "Baseline Data™). A copy of the Baseline Documentation Report has been provided
to Grantor, and another shall be placed and remain on file with Grantee. The Baseline Documentation
Report has been signed by Grantor and Grantee, and thus acknowledged to represent accurately the
condition of the Property at the date of the conveyance of this Easement. The parties intend that the
Baseline Data shall be used by Grantee to monitor Grantor's future uses of the Property, condition thereof,
and practices thereon. The parties further agree that, in the event a controversy arises with respect to the
condition of the Property or a particular resource thereof, the parties shall not be foreclosed from utilizing
any other relevant document, survey, or report to assist in the resolution of the controversy. Grantor and
Grantee recognize that changes in economic conditions, in agricultural technologies, in accepted farm and
ranch management practices, and in the situations of Grantor may result in an evolution of agricultural
uses of the Property, provided such uses are consistent with this Easement.

5. Reserved Rights. Grantor reserves to itself, and to its personal representatives, heirs,
successors, and assigns, all rights accruing from their ownership of the Property, including the right to
engage in or permit or invite others to engage in all uses of the Property that are not prohibited herein and
are not inconsistent with the purpose of this Easement. Without limiting the generality of the foregoing,
the following rights are expressly reserved: (i) all right, title, and interest in and to all tributary and non-
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tributary water, water rights, and related interests in, on, under, or appurtenant to the Property, provided
that such water rights are used on the Property in a manner consistent with the purpose of this Easement
and in accordance with applicable law; and (ii) all right, title, and interest in subsurface oil, gas and
minerals; provided that the manner of exploration for, and extraction of any oil, gas or minerals shall be
only by a subsurface method, shall not damage, impair or endanger the Protected Values, shall be in
accordance with applicable law, and shall be approved by Grantee prior to its execution.

6. Mediation. If a dispute arises between the parties concerning the consistency of any
proposed use or activity with the purpose of this Easement, and Grantor agrees not to proceed with the
use or activity pending resolution of the dispute, either party may refer the dispute to mediation by request
made in writing upon the other. Within thirty (30) days of the receipt of such a request, the parties shall
select a single trained and impartial mediator. If the parties are unable to agree on the selection of a single
mediator, then the parties shall, within fifteen (15) days of receipt of the initial request, jointly apply to
the American Arbitration Association for the appointment of a trained and impartial mediator with
relevant experience in real estate, and conservation easements. Mediation shall then proceed in
accordance with the following guidelines:

(a) Purpose. The purpose of the mediation is to: (i) promote discussion between the
parties; (ii) assist the parties to develop and exchange pertinent information concerning issues in the
dispute; and (iii) assist the parties to develop proposals which will enable them to arrive at a mutually
acceptable resolution of the controversy. The mediation is not intended to result in any express or de facto
modification or amendment of the covenants, terms, conditions, or restrictions of this Easement.

(b) Participation. The mediator may meet with the parties and their counsel jointly or ex
parte. The parties agree that they will participate in the mediation process in good faith and expeditiously,
attending all sessions scheduled by the mediator. Representatives of the parties with settlement authority
will attend mediation sessions as requested by the mediator.

(c) Confidentiality. All information presented to the mediator shall be deemed
confidential and shall be disclosed by the mediator only with the consent of the parties or their respective
counsel. The mediator shall not be subject to subpoena by any party. No statements made or documents
prepared for mediation sessions shall be disclosed in any subsequent proceeding or construed as an
admission of a party.

(d) Time Period. Neither party shall be obligated to continue the mediation process
beyond a period of ninety (90) days from the date of the selection or appointment of a mediator or if the
mediator concludes that there is no reasonable likelihood that continuing mediation will result in mutually
agreeable resolution of the dispute.

(e) Costs. The cost of the mediator shall be borne equally by Grantor and Grantee; the
parties shall bear their own expenses, including attorney’s fees, individually.

7. Grantee’s Remedies. If Grantee determines that Grantor is in violation of the terms of
this Easement or that a violation is threatened, Grantee shall give written notice to Grantor of such
violation and demand corrective action sufficient to cure the violation and, where the violation involves
injury to the Property resulting from any use, condition or activity inconsistent with the purpose of this
Easement, to restore the portion of the Property so injured. If Grantor fails to cure the violation within
thirty (30) days after receipt of notice thereof from Grantee, or under circumstances where the violation
cannot reasonably be cured within a thirty (30) day period, fails to begin curing such violation within the
thirty (30) day period, or fails to continue diligently to cure such violation until finally cured, Grantee
may bring an action at law or in equity in a court of competent jurisdiction to enforce the terms of this
Easement, to enjoin the violation by temporary or permanent injunction, to recover any damages to which
it may be entitled for violation of the terms of this Easement or injury to any Protected Values, including
damages for any loss thereof, and to require the restoration of the Property to the condition that existed
prior to any such injury. If Grantee, in its sole discretion, determines that circumstances require
immediate action to prevent or mitigate significant damage to the Protected Values, Grantee may pursue
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its remedies under this section without waiting for the period provided for cure to expire. Grantee's rights
under this section apply equally in the event of either actual or threatened violations of the terms of this
Easement, and Grantor agrees that Grantee's remedies at law for any violation of the terms of this
Easement are inadequate and that Grantee shall be entitled to the injunctive relief described in this
section, both prohibitive and mandatory, in addition to such other relief to which Grantee may be entitled,
including specific performance of the terms of this Easement, without the necessity of proving either
actual damages or the inadequacy of otherwise available legal remedies. Grantee's remedies described in
this section shall be cumulative and shall be in addition to all remedies now or hereafter existing at law or
in equity.

7.1 Costs of Enforcement. Any costs incurred by Grantee in enforcing the terms of this
Easement against Grantor, including, without limitation, costs of suit and attorneys' fees, and any costs of
restoration necessitated by Grantor's violation of the terms of this Easement, shall be borne by Grantor. If
Grantor prevails in any action to enforce the terms of this Easement, Grantor's costs of suit, including,
without limitation, attorneys' fees, shall be borne by Grantee.

7.2 Grantee's Discretion. Any forbearance by Grantee to exercise its rights under this
Easement in the event of any breach of any term of this Easement by Grantor shall not be deemed or
construed to be a waiver by Grantee of such term or of any subsequent breach of the same or any other
term of this Easement or of any of Grantee's rights under this Easement. No delay or omission by Grantee
in the exercise of any right or remedy upon any breach by Grantor shall impair such right or remedy or be
construed as a waiver.

7.3 Acts Beyond Grantor's Control. Nothing contained in this Easement shall be
construed to entitle Grantee to bring any action against Grantor for any injury to or change in the Property
resulting from causes beyond Grantor's control, including, without limitation, fire, flood, storm, and earth
movement, or from any prudent action taken by Grantor under emergency conditions to prevent, abate, or
mitigate significant injury to any person or to the Property resulting from such causes.

8._Costs and Taxes. Grantor retains all responsibilities and shall bear all costs and
liabilities of any kind related to the ownership, operation, upkeep and maintenance of the Property.
Grantor shall pay any and all taxes, assessments, fees and charges levied by competent authority on the
Property or on this Easement. It is intended that this Easement constitute an enforceable restriction within
the meaning of Article XI1I section 8 of the California Constitution and that this Easement qualify as an
enforceable restriction under the provisions of California Revenue and Taxation Code section 402.1.

9. Hold Harmless. Grantor shall hold harmless, indemnify, and defend Grantee and its
directors, officers, employees, agents, and contractors and the heirs, personal representatives, successors,
and assigns of each of them (collectively "Indemnified Parties™) from and against all liabilities, penalties,
costs, losses, damages, expenses, causes of action, claims, demands, or judgments, including, without
limitation, reasonable attorneys' fees, arising from or in any way connected with: (a) injury to or the death
of any person, or physical damage to any property, resulting from any act, omission, condition, or other
matter related to or occurring on or about the Property, regardless of cause, except to the extent of the
adjudicated proportionate fault of any of the Indemnified Parties; and (b) the obligations specified in
section 8.

9.1. Grantee Not Operator. Nothing in this Easement shall be construed as giving any
right or ability to Grantee to exercise physical or managerial control of the day to day operations of the
Property, of Grantor’s activities on the Property, or otherwise to become an operator with respect to the
Property within the meaning of the Comprehensive Environmental Response Compensation and Liability
Act of 1980, as amended, or the Carpenter Presley Tanner Hazardous Substance Account Act, California
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Health and Safety Code sections 25300-25395, or any other federal, state, or local law or regulation
making operators of property responsible for remediation of contamination.

10. Access. No right of access by the general public to any portion of the Property is
conveyed by this Easement.

11. Development Rights. The parties acknowledge that under currently applicable zoning
regulations of the County of San Diego the Property is so classified that upon receipt of required
government approvals the Property could be developed to a density of up to xx one-hundreths (xx) single
family residential dwelling units (“the Development Rights") The parties agree to deal with the
Development Rights as follows:

(a) Grantor retains one (1) of the xxxx one-hundredths (x.xx) Development Rights
associated with the Property. The Development Right retained by Grantor shall apply and relate to the
existing residential improvements on the Property, which consists of x residences. Grantor reserves the
right to maintain, use, repair, and replace the existing improvements on the Property with approval of
appropriate governmental agencies and in conformity with section 3 of Exhibit B and all other applicable
provisions of this Easement. The Development Right retained by Grantor shall not be used to support or
enable the creation of any additional residential uses or units on the Property except as expressly provided
in section 3 of Exhibit B hereto.

(b) The balance of the xx one-hundredth (x.xx) Development or similar rights associated
with the Property, and any other development or similar rights that may be or become associated with the
Property are hereby extinguished.

(c) Neither Grantor nor Grantee shall use or receive the benefit from any increase in
allowable development or similar rights associated with the Property resulting from future zoning changes
or otherwise.

12. Conveyance of Separate Parcels; Merger. Grantor acknowledges that the Property
currently consists of x separate Assessor's parcels (numbers XX-XXX-XX, XXX-XX-XX and XXX-XXX-XX)
which under existing law and regulations might be sold or conveyed separately from one another as
separate legal parcels. It is agreed that the sale or conveyance of parcels separate or apart from the others
is inconsistent with the purpose of this Easement. Therefore, Grantor covenants and agrees:

(a) Grantor will apply for and pursue to completion an application to the County of San
Diego for consolidation or merger of the x parcels of the Property into one legal parcel, or pursue such
other applicable legal restrictions so that neither parcel may be separately sold or conveyed from the
other.

(b) Whether or not the x parcels are merged, Grantor and its successors in interest will
not, without the prior written consent of Grantee, sell, alienate or convey any such parcels separately or
apart from the other, and Grantor and its successors in interest will at all times treat all parcels as a single
integrated economic unit of property. Upon any request to Grantee for consent to a separate sale,
alienation or conveyance of either parcel, such consent may be granted, withheld or conditioned by
Grantee in the exercise of its sole discretionary judgment regarding the consistency or inconsistency of
the proposed transaction with the purpose of this Easement, which judgment exercised in good faith will
be final and binding.

13. Extinguishment. If circumstances arise in the future such as render the purpose of this
Easement impossible to accomplish, this Easement can only be terminated or extinguished, whether in
whole or in part, by judicial proceedings in a court of competent jurisdiction, and the amount of the
compensation to which Grantee shall be entitled from any sale, exchange, or involuntary conversion of all
or any portion of the Property subsequent to such termination or extinguishment, shall be determined,
unless otherwise provided by California law at the time, in accordance with section 14.
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14. Compensation. This Easement constitutes a real property interest immediately vested
in Grantee. For the purpose of section 13, the parties stipulate that the Easement has a fair market value
determined by multiplying (i) the fair market value of the Property by (ii) the ratio of the value of the
Easement at the time of this grant to the value of the Property, unencumbered by the Easement, at the
time of this grant. The values of the Property shall exclude any amounts attributable to improvements on
the Property. For the purposes of this section, Grantor and Grantee agree that the ratio of the value of the
Easement to the value of the Property unencumbered by the Easementis.  ( ). This
ratio shall remain constant.

15. Condemnation. Should all or part of the Property be taken in exercise of eminent
domain by public, corporate, or other authority so as to abrogate the restrictions imposed by the
Easement, Grantor and Grantee shall join in appropriate actions at the time of such taking to recover the
full value of the taking and all incidental or direct damages resulting from the taking, which proceeds
shall be divided in accordance with the proportionate values of Grantor's and Grantee's interests as
specified in section 14, unless otherwise provided by applicable law. All expenses incurred by Grantor
and Grantee in such action shall be first paid out of the recovered proceeds.

16. Assignment of Grantee's Interest. Grantee may assign its interest in this Easement
only to a "qualified organization", within the meaning of section 170(h) of the Internal Revenue Code, as
amended, or any successor provision, and which is authorized to acquire and hold conservation easements
under California law.

17. Executory Limitation. If Grantee shall cease to exist for any reason, or to be a
qualified organization under section 170(h) of the Internal Revenue Code, as amended, or to be
authorized to acquire and hold conservation easements under California law, then Grantee’s rights and
obligations under this Easement shall become immediately vested in the County of San Diego.

18. Amendment of Easement. This Easement may be amended only with the written
consent of the Grantor and the Grantee. Any such amendment shall be consistent with the purposes of
this Easement and with the Grantee's easement amendment policies, and shall comply with section
170(h) of the Internal Revenue Code, or any regulations promulgated in accordance with that section,
and with section 815 et seq. of the Civil Code of California, or any regulations promulgated there under.
No amendment shall diminish or affect the perpetual duration or the Purpose of this Easement nor the
rights of the Grantee under the terms of this Easement.

19. Applicable Law. All uses, practices, specific improvements, construction or other
activities permitted under this Easement shall be in accordance with applicable law and any permits or
approvals required thereby.

20. General Provisions.

(a) Controlling Law. The interpretation and performance of this Easement shall be
governed by the laws of the State of California.

(b) Liberal Construction. Any general rule of construction to the contrary not
withstanding, this Easement shall be liberally construed in favor of the grant to effect the purpose of this
Easement and the policy and purpose of the California Conservation Easement Act of 1979, as amended.
If any provision in this instrument is found to be ambiguous, an interpretation consistent with the purpose
of this Easement that would render the provision valid shall be favored over any interpretation that would
render it invalid.

(c) Severability. If any provision of this Easement, or the application thereof to any
person or circumstance, is found to be invalid, the remainder of the provisions of this Easement, or the
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application of such provision to persons or circumstances other than those as to which it is found to be
invalid, as the case may be, shall not be affected thereby.

(d) Entire Agreement. This instrument sets forth the entire agreement of the parties with
respect to the Easement and supersedes all prior discussions, negotiations, understandings, or agreements
relating to the Easement, all of which are merged herein.

(e) No Forfeiture. Nothing contained herein will result in a forfeiture or reversion of
Grantor's title in any respect.

(f) Joint Obligation. The obligations imposed by this Easement upon Grantor shall be
joint and several.

(g) Successors. The covenants, terms, conditions, and restrictions of this Easement shall
be binding upon, and inure to the benefit of the parties hereto and their respective personal
representatives, heirs, successors, and assigns and shall continue as a servitude running in perpetuity with
the Property.

(h) Termination of Rights and Obligations. A party's rights and obligations under this
Easement terminate upon transfer of the party's interest in the Easement or Property, except that liability
for acts or omissions occurring prior to transfer shall survive transfer.

(i) Future Conveyance. Grantor agrees that reference to this Easement will be made in
any subsequent deed or other legal instrument by means of which Grantor conveys any interest in the
Property (including but not limited to a leasehold interest).

(1) Not Governmental Approval. No provision of this Easement shall constitute
governmental approval of any specific improvements, construction or other activities that may be
permitted under this Easement.

IN WITNESS WHEREOF, Grantor has executed this Deed of Agricultural Conservation
Easement this day of , 2010.

Grantor:
Name on Title Report

By:
Grantor

Accepted by Grantee:
COUNTY OF SAN DIEGO

By:
Grantee
[Notarization of Grantor's and Grantee’s signatures]
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EXHIBIT A
All that certain real property situate in the County of San Diego, State of California, described as follows:
[Insert Property Legal Description]
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EXHIBIT B
PERMITTED USES AND PRACTICES

The following uses and practices, though not necessarily an exhaustive recital of consistent uses and
practices, are expressly permitted as set forth herein.

1. Residential Use. To reside on the Property.
2. Agriculture. To engage in agricultural uses of the Property in accordance with sound,

generally accepted agricultural practices that do not threaten or degrade significant natural resources. For
the purposes of this Easement "agricultural uses” shall be defined as: breeding, raising, pasturing, and
grazing livestock of every nature and description for the production of food and fiber; breeding and
raising bees, fish, poultry, and other fowl; planting, raising, harvesting, and producing agricultural,
aquacultural, horticultural, and forestry crops and products of every nature and description; and the
processing, storage, and sale, including direct retail sale to the public, of crops and products harvested and
produced principally on the Property, provided that the processing, storage, and sale of any such crops or
products that are not food or fiber shall require the consent of Grantee; further provided, however, that
such agricultural uses shall not result in significant soil degradation, significant pollution or degradation
of any surface or subsurface waters, and that all uses and activities are consistent with applicable laws.

3. Improvements and Facilities.
(a) Maintenance and Repair of Existing Improvements and Facilities. To maintain and
repair existing structures, housing, fences, corrals, roads and other improvements and facilities on the
Property.

(b) Construction of Additional Improvements and Facilities. Additional improvements
and facilities accessory to the residential use of the Property, and additional structures, housing, roads,
and other improvements and facilities reasonably necessary to the agricultural uses of the Property, shall
be permitted, provided that Grantor obtain the express written approval of Grantee for the construction of
structure, housing, road, or other improvements and facilities, including the size, function, capacity and
location, which consent should not be unreasonably withheld, and that such construction is made in
accordance with applicable laws. Grantor shall provide Grantee written notice of Grantor's intention to
undertake any such construction, together with information on its size, function, capacity and location, not
less than forty-five (45) days prior to the commencement thereof. Additional fencing and corrals deemed
by Grantor to be reasonably necessary to ranching and agricultural activities may be constructed without
Grantee's consent.

(c) Replacement of Improvements and Facilities. In the event of destruction, deterioration
or obsolescence of any structures, housing, fences, corrals, roads, or other improvements and facilities,
whether existing at the date hereof or constructed subsequently pursuant to the provisions of this section,
Grantor may replace the same with structures, housing, fences, corrals, roads, or other improvements and
facilities of similar size, function, capacity and location.

4. Water Resources and Impoundments. To develop and maintain such water resources on
the Property as are necessary or convenient for ranching, agricultural, irrigation, and residential uses in a
manner consistent with the purpose of this Easement, provided that the creation, alteration or enlargement
of any water impoundment shall not damage, impair or interfere with the Protected Values and that all
such water resources shall be developed in accordance with applicable laws.

5. Agrichemicals. To use agrichemicals, including, but not limited to, fertilizers and
biocides, in those amounts and with that frequency of application necessary to accomplish reasonable
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grazing and agricultural purposes. Such use shall be carefully circumscribed near surface water and
during periods of high ground water.

6. Predator Control. To control predatory and problem animals by the use of selective
control techniques.

7. Recreational Uses. To utilize the Property for recreational or educational purposes,
(including, without limitation, hiking, horseback riding, hunting and fishing) that require no surface
alternation or other development of the land.
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Exhibit C
Prohibited Uses and Practices

The following uses and practices, though not necessarily an exhaustive recital of inconsistent uses and
practices, are inconsistent with the purposes of this Easement and are expressly prohibited upon or within
the Property:

1. Impairment of Protected Values. The impairment of the Protected Values, except as
otherwise provided herein.

2. Commercial or Industrial Use. The establishment and conduct of commercial or
industrial uses or the construction, placing, or erection of any signs or billboards; provided, however, that
neither ranching, agriculture, nor the production or processing of food and fiber products as contemplated
by the provisions of Exhibit B, shall be considered prohibited commercial or industrial uses. Further
provided, however, that Grantee shall have the right in its sole discretion to approve the establishment and
conduct of non-agricultural commercial and industrial uses or activities which are compatible with the
Protected Values of the Property and which are ancillary and subordinate to the agricultural uses of the
Property. Notwithstanding the prohibition above on the placing or erecting of signs, Grantee, in its sole
discretion, may also approve signs related to any such commercial or industrial uses approved by Grantee.

3. Construction. The construction, reconstruction, or replacement of structures, housing,
roads and other improvements and facilities except as provided in section 11 (a) of this Easement and
section 3 of Exhibit B.

4, Subdivision. The division, subdivision, or de facto subdivision of the Property, provided,
however, that a lease of a portion of the Property for agricultural use shall not be prohibited by this
section.

5. Motorized Vehicles. The use of motorized vehicles, except by Grantor or others under
Grantor's control for agricultural, ranching or attendant residential use of the Property. Any use of
motorized vehicles off of roadways is prohibited except when necessary for agricultural and ranching
purposes.

6. Tree Cutting. The harvesting or removal of trees; provided, however, that Grantor shall
have the right to (i) cut or collect firewood for the heating of ranch and residential facilities on the
Property; and (ii) cut or remove trees as reasonably necessary to control insects and diseases, prevent
personal injury and property damage, and to allow construction or repair of residential or agricultural
facilities. Grantor may also develop and, with the express prior written approval of Grantee, implement a
long-range plan for the growing and/or harvesting of trees in a manner that is consistent with the purpose
of this Easement.

7. Dumping. The dumping or other disposal of wastes, refuse or debris on the Property,
except for organic material generated by permitted agricultural uses on the Property; provided, that any
such dumping or disposal of organic material shall be in accordance with applicable law and generally
accepted agricultural management practices. No trash, refuse, vehicle bodies or parts, rubbish, debris,
junk, waste, or hazardous waste shall be placed, stored, dumped, buried, or permitted to remain on the
Property except as reasonably required for the use of the Property for agricultural purposes, and in
accordance with applicable law.
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8. Soil Degradation. Ranching, agricultural or other uses, otherwise permitted under this
Easement, which result in significant degradation of soil quality.

9. Water Quality Degradation. Ranching, agricultural or other uses, otherwise permitted
under this Easement, which result in significant degradation of water quality.

10. Surface Alteration or Excavation. Any alteration of the general topography or natural
drainage of the Property including, without limitation, the excavation or removal of soil, sand, rock,
orgravel, except as may be required for uses on the Property incidental to agricultural uses permitted
herein, provided that such materials are taken only from locations and in amounts approved by Grantee.
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Appendix B

Transfer of Development Rights (TDR)
Program
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Appendix B: Transfer of Development Rights Program

Introduction

As discussed in Responses to Substantive Issues Raised, (Attachment B), Transfer of
Development Rights (TDR) and Purchase of Development Rights (PDR) are planning
technigues mainly developed to protect open space through acquisition of the
development rights of land. Typically, these programs are incentive based and allow
property owners to separate and sell or transfer the development rights for their
property from the bundle of property ownership rights they retain. Both programs are
based on the idea that land ownership involves a bundle of rights (e.g. surface rights, air
rights, mineral rights, or development rights, etc.) and that these rights can be
separated and sold individually.

In an effort for making agricultural uses more economically viable, County staff are
currently pursuing a Purchase of Agricultural Conservation Easements (PACE)
Program, a type of PDR, which will be used to provide monetary compensation to
farmers that are willing to place agricultural conservation easements over their land.
Development of the program will focus on providing compensation to those farmers
negatively affected by the GP Update. Preparation of the program is underway and a
conceptual program will be presented to the Board of Supervisors this fall.

While the County is currently pursuing a PACE program, significant interest was also
voiced during the 2009-2010 Planning Commission hearings by the public and the
commissioners for a program that could provide additional compensation to property
owners that would be negatively impacted by the GP Update. The most viable option
appears to be some form of TDR that allows property owners to sell the potential units
that they would lose from the GP Update to General Plan Amendments that would
receive increased density in the future.

At the April 16, 2010 hearing on the GP Update, the Planning Commission directed staff
to develop a conceptual TDR program that would be presented to the Board of
Supervisors along with the GP Update. The Planning Commission also recommended a
series of criteria to guide development of the concept. Public workshops were held on
Friday, May 7, 2010 and Friday June 18, 2010 to solicit public input on the formulation
of a TDR program. A summary of those workshops is included in the planning report
provided on the GP Update web site at the following link:

http://www.sdcounty.ca.gov/dplu/gpupdate/docs/pc_jul92010/pc jul092010 tdr.pdf

Based on the feedback obtained from those workshops; staff developed a concept for a
TDR program for San Diego County. The main points of that program are summarized
below and then further explained in the following sections. On July 9, 2010, the
Planning Commission supported staff's TDR concept and inclusion of a more
aggressive PACE program with it when the General Plan Update is presented to the
Board of Supervisors. The main points of the TDR concept are summarized below and
then further explained in the following sections.

1. No modifications to the GP Update densities are proposed.
2. GP Update density reductions will not be voluntary.
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Appendix B: Transfer of Development Rights Program

3. Property owners can chose whether or not, when, and how they wish to sell their
transferable rights.

Purchase of TDRs will not be required to achieve GP Update densities.

Amend County policies to ensure that purchase of TDRs be considered for future
GPAs.

6. Upon approval of the GP Update, direct staff to initiate work with the communities
of Campo and Borrego for continued refinement of their community land use plan
with particular attention to TDRs. Staff shall also solicit interest from all
communities for land use plan refinements and the development of possible
receiving sites on an annual basis.

7. Incorporate, where feasible, the purchase of TDRs into the Purchase of
Agricultural Conservation Easement program.

8. Report annually on development under the GP Update and the shortfall of any
projected units due to underdeveloped projects, land acquisitions, or other
relevant actions.

9. Transferable rights will be determined from an exhibit that assigns a units-per-
acre factor based on a formula that accounts for the difference between existing
and proposed General Plan designations and constraints that commonly impact
development yield.

10. The County will allow the market to dictate price.
11. Implementation of the TDR program would be accomplished by two zoning
ordinance amendments. Initial drafts are included in Attachments A and B.
Summary of TDR Program Concept
1) Reduced Density Reductions

Many attendees of the TDR workshops expressed their concerns over the significant
density reductions that the GP Update proposes for certain lands in the unincorporated
area. Most point out the densities of one dwelling unit per 40 acres, 80 acre and 160
acres as being the most concerning. For many properties, these densities are more
than a 90 percent reduction from the density in the current General Plan. Some indicate
that they will not be able to support such density reductions without a TDR program.
Others say that they object to these densities all together.

Proposal: No modifications to the General Plan Update densities are proposed.

Rationale: The GP Update Recommended Map includes no areas designated at
one dwelling unit per 160 acres and significantly reduced the amount of area
designated one dwelling unit per 80 acres from the original staff
recommendation. The densities of one dwelling unit per 40 acres and 80 acres
have been included in the GP Update since early in the process and are key to
its mapping framework. Additionally, the Board of Supervisors did not direct staff
to evaluate a mapping scenario that excluded these densities so such a concept
is not considered in the draft Environmental Impact Report (EIR). Such a
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recommendation would require substantial modification to the GP Update
document and EIR.

2) Voluntary Density Reductions

Some commenters, such as the Save Our Rural Economy (S.0O.R.E.) organization, at
the TDR workshops and on the GP Update suggest that the currently proposed GP
Update density reductions be voluntary. Voluntary reductions would allow property
owners to decide if they want to retain their densities under the current General Plan or
transfer their development rights and reduce their allowed density. With voluntary TDR
programs, incentives are typically provided to compel the transfers.

Proposal: GP Update density reductions will not be voluntary.

Rationale: The majority of voluntary TDR programs implemented across the
nation have been unsuccessful. A voluntary program would not achieve the
objectives of the GP Update and it would require significant public investment in
incentives to produce any meaningful results. A voluntary TDR program was
also not evaluated in the GP Update draft EIR.

3) Voluntary Transfers from Sending Sites

Sending sites are those sites that received reduced density designations as a result of
the GP Update. The TDR program would allocate sending sites a certain number of
transferable development rights based on the reduction in density resulting from the GP
Update. The owner of the sending site would have the right to sell the transferable
development rights to another person or entity. A draft ordinance

Proposal: Property owners can chose whether or not, when, and how they wish to sell
their transferable rights.

Rationale: While all efforts will be made to streamline the transfer process, transferring
development rights would require some effort and up front costs. Therefore, the owner
of those rights could elect if they want to transfer them.

4) Requiring Purchase of TDRs to Realize GP Update Densities

Staff's original recommendation was that properties that received increases in density
as a result of the GP Update should be required to purchase TDRs to realize those
increased densities. This strategy would create an immediate market for the TDRs and
address the perceived inequity that is based on certain properties receiving greater
densities while others receive less. While some were supportive of this concept, others
objected citing concerns over housing affordability, the ability to achieve GP Update
densities and its objectives, Housing Element compliance, and the already high costs of
developing land.

Proposal: Purchase of TDRs would not be required to achieve GP Update
densities.

Rationale: In general, it seemed that most of the stakeholders that requested a
TDR program either objected to this concept or did not feel strongly about it.
Therefore, there is little reason to retain this as an element of the program if it
was not strongly supported.
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5) Incorporating the Purchase of TDRs into Future GPAS

Future privately-initiated General Plan Amendments (GPAs) could include purchase of
TDRs. Depending on the number of GPAS, this could be a significant market for TDRs.
Details on purchase requirements could be provided in County policy or determined on
a case-by-case basis at the time the Plan Amendment Authorization (PAA) or GPA is
proposed.

Proposal: Amend County policies to ensure that purchase of TDRs be
considered for future GPAs.

Rationale: There was general consensus that the purchase of TDRs should be
considered for future GPAs that increase densities. However, there was also
some concern that when a GPA is privately pursued to increase densities that a
significant investment is already required by the applicant just to process the
application. Additionally, other benefits such as infrastructure and mitigation fees
could be provided by the GPA at a substantial cost. Therefore, the norm could be
to include the purchase of TDRs with GPAs that increase density but there are a
number of circumstances that could be grounds for an exception. Stakeholders
have suggested that the PAA process be used to specify up front what level of
TDR is expected of a GPA.

6) County-led Development of Receiving Sites

The County could plan for receiving sites of TDRs, creating another market for TDRs
and facilitating their use. Adoption of receiving sites is typically accomplished by GPA
with corresponding environmental review. As a result, individual applicants do not need
to process their own GPAs to achieve the higher densities allowed for in the receiving
site.

Proposal: Upon approval of the GP Update, the Board of Supervisors would
direct staff to initiate work with the communities of Campo and Borrego Springs
for continued refinement of their community land use plan with particular
attention to TDRs. Staff shall also solicit interest from all communities for land
use plan refinements and the development of possible receiving sites on an
annual basis.

Rationale: Continued maintenance, refinements, and enhancements to the GP
Update are anticipated. Several communities have already expressed the desire
for further planning work in their communities after adoption of the GP Update.
When areas are identified for additional development, they may be appropriate
as receiving sites for TDRs.

7) County Purchases of TDRs

The County could also purchase TDRs from property owners and either retire the TDRs
or bank them for future application with County-initiated actions. The main difficulty with
this concept is the source of funding. The use of general fund monies would divert
general tax payer funds from other programs provided by the County. A surcharge on
permits or a similar fee would be opposed by the development community and contrary
to the County’s efforts to reduce costs.
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Proposal: Incorporate, where feasible, the purchase of TDRs into the Purchase
of Agricultural Conservation Easement (PACE) program.

Rationale: Due to the current economic climate, it is unlikely that the County
would fund the direct purchase of TDRs. This could be revisited in the future
when economic conditions improve. In the meantime, TDR purchases could be
incorporated into other programs. County purchases of land for open space will
likely include a purchase of any TDRs that run with the land since they should be
included in the properties appraised value. The PACE program could also
include TDR purchases when conservation easements are purchased over
agricultural lands if the TDR is included in the appraised value used as the basis
of the purchase. Funding for PACE has not yet been determined but will likely
include a combination of federal and State funds, and possibly mitigation funds
and County contributions.

8) Monitoring GP Update Housing Production

Interest has been expressed in monitoring performance of the GP Update as it is
implemented to provide feedback for future decision making and planning efforts that
may produce more receiving sites. Numerous aspects of the GP Update implementation
are anticipated to be tracked and reported on an annual basis. This framework could
serve as a basis for the suggested housing information.

Proposal: Report annually on development under the GP Update and the
shortfall of any projected units due to underdeveloped projects, land acquisitions,
or other relevant actions.

Rationale: This data would allow the County and interested parties to monitor
the growth of the unincorporated area in comparison to projections developed by
the County during the GP Update and with SANDAG estimates.

9) Transferable Rights Allocation to Down-zoned Properties

This component of the program refers to how transferable development rights of a
particular property are calculated and assigned to a given property. Numerous
stakeholders commented that any allocation of rights should take into account
constraints since most properties would not be able to fully realize their current density.

Proposal: Transferable rights would be determined from an exhibit that assigns
a units-per-acre factor based on a formula that accounts for the difference
between existing and proposed GP designations and constraints that commonly
impact development yield. These exhibits for each community are provided on
the GP Update web site at the following link:

http://www.sdcounty.ca.gov/dplu/gpupdate/tdr.html

Rationale: Using a standardized approach to allocate development rights would
avoid work effort and controversy associated with assigning rights based on
individual evaluation. Disagreements would likely be raised from some property
owners that believe or know that their property could be developed at a higher
density. However, disagreements are anticipated with whichever approach to
allocations is applied. This approach maximizes consistency and minimizes effort
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SO processing costs are kept low. Disagreements could be resolved through an
appeals process.

10)Pricing of Transferable Rights

The open market is the most common means to dictate price. Buyers and sellers could
negotiate directly, but the County could facilitate connections by hosting a “marketplace”
website or similar forum. If necessary, price floors or ceilings could be established.

Proposal: That the County allows the market to dictate price.

Rationale: Most stakeholders seem to prefer that the County not be involved in
the sale/purchase of transferable rights. Similarly, there is limited benefit for the
County to be involved unless there is a proven need for external controls.

11)TDR Implementation

The TDR program would be implemented by two Zoning Ordinance amendments. One
amendment would create a new Special Area Designator for use in designating those
particular properties that are part of a TDR program. The second amendment would
change the zoning of the parcels that were down-zoned with the GP Update to assign
them with the new TDR Special Area Designator and to provide the details of how this
TDR program would be implemented. Drafts of these two amendments are included in
Appendices 1 and 2.
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WORKING DRAFT

ORDINANCE NO. (NEW SERIES)

AN ORDINANCE AMENDING THE ZONING ORDINANCE CREATING A TRANSFER OF
DEVELOPMENT RIGHTS SPECIAL AREA DESIGNATOR

The Board of Supervisors of the County of San Diego ordains as follows:

Section 1. The Board of Supervisors declares that the intent of this ordinance is to
update the Zoning Ordinance by making the following amendments to create a transfer of
development rights special area designator. The Board finds that these amendments are
reasonable and necessary for the public health, safety, and welfare and are consistent with the
General Plan.

Section 2. Section 5025 of the San Diego County Zoning Ordinance is amended to
read as follows:

5025 LISTINGS OF DESIGNATORS.
The following shall be used as appropriate.

Designator Special Area Designator (See Section)
A Agricultural Preserve 5100-5110
B Community Design Review Area 5750-5799
D Design Review 5900-5910
E Fault Displacement 5400-5406
F Flood Plain 5500-5522
G Sensitive Resource 5300-5349
H Historic/Archaeological 5700-5747

Landmark or District
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J Specific Historic District 5749
P Planned Development 5800-5806
R Coastal Resource 5950-5957

Protection Area

S Scenic 5200-5212
T Unsewered Area 5960-5964
V Vernal Pool Area 5850-5856
w Flood Channel 5450-5472
X Transfer of Development Rights XXXX-XXXX

Section 3. Sections 5XXX through 5XXX, inclusive, are added to the San Diego County
Zoning Ordinance to read as follows:

TRANSFER OF DEVELOPMENT RIGHTS AREA REGULATIONS
S5XXX TITLE AND PURPOSE.

The provisions of Sections 5XXX through 5XXX, inclusive, shall be known as the Transfer of
Development Rights or TDR Area Regulations. The purpose of these regulations is to provide a
framework within the Zoning Ordinance to accommodate the transfer of development rights. The
TDR Area Regulations are not intended as the sole mechanism for implementation of
development rights transfers in the County of San Diego. Other options exist for implementation
of TDR programs and these regulations provide one possible avenue within the framework of
the Zoning Ordinance.

Possible application of the TDR Area Regulations include, but are not limited to:

(a) preserve open space, scenic views, critical and sensitive areas, and natural hazard areas;
(b) conserve agriculture and forestry uses of land,;

(c) protect lands and structures of aesthetic, architectural, and historic significance;

(d) retain open areas in which healthful outdoor recreation can occur; and

(e) implement the San Diego County General Plan.

DRAFT
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5XXX APPLICATION OF TRANSFER OF DEVELOPMENT RIGHTS DESIGNATOR

The Transfer of Development Rights Area designator shall be applied in accordance with the
stated purpose of the TDR regulations at Section 5XXX. The ordinance applying said designator
to particular property shall contain a statement of the objective(s) sought to be achieved, a
description of the rights that the designator provides to affected properties, and the process for
transferring or receiving such rights. The Transfer of Development Rights Area designator may
be used for properties that may sell certain development rights (referred to as sending sites)
and those that may receive development rights (referred to as receiving sites). The specific
allowances for a particular property shall be specified by the ordinance applying the designator.

5XXX LIMITATIONS ON TRANSFERS OF DEVELOPMENT RIGHTS

Any transfer of development rights pursuant to this ordinance authorizes density transfers
consistent with the general plan. The general plan maximum densities shall not be exceeded.
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WORKING DRAFT

ORDINANCE NO. (NEW SERIES)

AN ORDINANCE CHANGING THE ZONING CLASSIFICATION OF CERTAIN PROPERTY
AND IMPLEMENTING A TRANSFER OF DEVELOPMENT RIGHTS ASSOCIATED WITH
THE GENERAL PLAN UPDATE

The Board of Supervisors of the County of San Diego ordains as follows:

Section 1. The Board of Supervisors declares that the intent of this ordinance is to
amend the Zoning Ordinance in support of a transfer of development rights program associated
with the General Plan Update. This ordinance is specifically intended to isolate the development
rights removed as a result of the General Plan Update from a property and make those rights
available for transfer. The Board finds that these amendments are reasonable and necessary for
the public health, safety, and welfare and are consistent with the General Plan.

Section 2. The zoning classification of certain real property delineated on the Map

identified as Document No. , on file with the Clerk of the Board of Supervisors of the
County of San Diego, is hereby changed to add an X designator to the Special Area Regulations
section.

Section 3. The following transfer of development rights program is hereby adopted for
the property affected by this ordinance.

A OBJECTIVES
(1)The purpose of these provisions is to:

(a) preserve open space, scenic views, critical and sensitive areas, and natural hazard
areas;

(b) conserve agriculture and forestry uses of land,;

(c) protect lands and structures of aesthetic, architectural, and historic significance;
(d) retain open areas in which healthful outdoor recreation can occur;

(e) implement the San Diego County General Plan Update;

(f) retain, in transferable form, those development rights removed from a property as result
of the General Plan Update with consideration of regulatory and physical constraints; and

(9) provide a mechanism whereby those development rights may be transferred to other
properties.

B. DESIGNATION OF SENDING SITES
(1) Properties receiving the TDR designator with this ordinance are designated as sending sites.

(2) Each sending site established by this ordinance shall have the right to sever the rights to
develop that were reduced as a result of the General Plan Update from the parcel in a sendin
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site and to sell those rights to a transferee consistent with the objectives of this program in
Section A.

(3) The transferable rights are derived from the development constraints in place at the time the
General Plan Update was adopted compared to the General Plan Update allowed densities. The
number of transferable rights available to a property are calculated based on predetermined
conversion factors mapped on the TDR Exhibit dated XXXXXX, on file with the Department of
Planning and Land Use.

These conversion factors account for density and minimum lot size constraints in place at the
time the General Plan Update was adopted such as:

(a) the General Plan regional category and land use designations;
(b) the Zoning Ordinance Maximum Density and Minimum Lot Size designations; and
(c) the Groundwater Ordinance Residential Density Controls.

These conversion factors also account for other constraints addressed by regulations at the time
the General Plan Update was adopted with available mapping data such as:

(a) steep slopes;

(b) sensitive biological habitat and wetlands;
(c) emergency services travel time standards;
(d) floodways and flood plains; and

(e) dead end road length standards.

B. DESIGNATION OF RECEIVING SITES

(1) The establishment of receiving sites should be considered for all post-General Plan Update
general plan and zoning amendments that proposed to increase densities.

(2) Receiving sites established shall be consistent with the general plan and community plan.

C. RIGHT TO TRANSFER DEVELOPMENT RIGHTS

(1) Each legal lot established as a sending site by this ordinance shall have the right to sever the
rights to develop that were reduced as a result of the General Plan Update from the parcel in a
sending site and to sell those rights to a transferee consistent with the objectives of this program
in Section A.

(2) The transferee may retire the rights, resell them, or apply them to property in an eligible
receiving site in order to obtain approval for development at a density or intensity of use greater
than would otherwise be allowed on the land, up to the maximum density indicated in the general
plan.

(3) Any transfer of development rights pursuant to this ordinance authorizes only an increase in
maximum density consistent with the general plan and shall not alter or waive the development
standards of the receiving site. Nor shall it allow a use otherwise prohibited in a receiving district.
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D. DETERMINATION OF TRANSFERABLE DEVELOPMENT RIGHTS
(1) The Director shall be responsible for:

(a) determining, upon application by a property owner, the development rights that may be
transferred from a sending site and issuing a transfer of development rights certificate
upon application by the property owner.

(b) maintaining permanent records of all certificates issued, deed restrictions and
covenants recorded, and development rights retired or otherwise extinguished, and
transferred to specific properties; and

(c) making available forms on which to apply for a transfer of development rights
certificate.

(2) An application for a transfer of development rights certificate shall contain:

(a) a certificate of title for the sending site prepared by an attorney licensed to practice law
in the state of California;

(b) a plat of the proposed sending parcel and a legal description of the sending parcel
prepared by a registered civil engineer authorized to practice land surveying or licensed
land surveyor;

(c) names, addresses, telephone numbers and signatures of all owners;
(d) copy of the current owner’s recorded deed,
(c) applicable fees; and

(d) such additional information required by the Director as necessary to determine the
number of development rights that qualify for transfer and prepare the certificate.

(3) A transfer of development rights certificate shall identify:
(a) the property owner;

(b) a legal description of the sending site on which the calculation of development rights is
based;

(c) a statement of the number of development rights (quantified in dwelling units) eligible
for transfer;

(d) the date of issuance;
(e) the signature of the Director or designee; and
(f) a serial number assigned by the Director.

(4) No transfer of development rights under this ordinance shall be recognized by the County of
San Diego as valid unless the instrument of original transfer contains the Director’s certification.

(5) Appeal. The issuance of a transfer of development rights certificate and the number of
development rights eligible for transfer contained in the certificate may be appealed pursuant to
the Administrative Appeal Procedures beginning at Section 7200 of the Zoning Ordinance.
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E. INSTRUMENTS OF TRANSFER

(1) An instrument of transfer shall conform to the requirements of this section. An instrument of
transfer, other than an instrument of original transfer, need not contain a legal description or plat
of the sending parcel.

(2) Any instrument of transfer shall contain:
(a) the names of the transferor and the transferee;

(b) a certificate of title for the rights to be transferred prepared by an attorney licensed to
practice law in the state of California;

(c) a covenant the transferor grants and assigns to the transferee and the transferee’s
heirs, assigns, and successors, and assigns a specific number of development rights from
the sending site to the receiving site; and

(d) a covenant by which the transferor acknowledges that he has no further use or right of
use with respect to the development rights being transferred.

(3) An instrument of original transfer is required when a development right is initially separated
from a sending site. It shall contain the information set forth in paragraph (2) above and the
following information:

(a) a legal description and plat of the sending parcel prepared by a licensed surveyor
named in the instrument;

(b) the transfer of development rights certificate described in Section D above; and

(c) a covenant that all provisions of the instrument of original transfer shall run with and
bind the sending site and may be enforced by the County of San Diego.

(4) If the instrument is not an instrument of original transfer, it shall include information set forth in
paragraph (2) above and the following information:

(a) a statement that the transfer is an intermediate transfer of rights derived from a
sending site described in an instrument of original transfer identified by its date, names of
the original transferor and transferee, and the book and the page where it is recorded in
the County of San Diego.

(b) copies and a listing of all previous intermediate instruments of transfer identified by its
date, names of the original transferor and transferee, and the book and the page where it
is recorded in the County of San Diego.

(5) County Counsel shall review and approve as to the form and legal sufficiency of the following
instruments in order to affect a transfer of development rights to a receiving site:

(a) An instrument of original transfer;
(b) An instrument of transfer to the owner of the receiving parcel; and
(c) Instrument(s) of transfer between any intervening transferees.

Upon such approval, the Director shall notify the transferor or his or her agent, record the
instruments with the County Recorder, and provide a copy to the County Assessor. Such
instruments shall be recorded prior to release of applicable development approvals for the
receiving site.
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F. APPLICATION OF DEVELOPMENT RIGHTS TO A RECEIVING SITE

(1) This section provides a conceptual process for application of transferred development rights to
a receiving site. The specific process should be specified for a receiving site when that site is
established.

(2) A person who wants to use development rights on a property in a receiving site may submit an
application for the use of such rights on a receiving parcel. The application could be part of an
application for a development permit. In addition to any other information required for the
development permit, the application should be accompanied by:

(a) an affidavit of intent to transfer development rights to the property; and
(b) either of the following:

1. a certified copy of a recorded instrument of the original transfer of the development
rights proposed to be used and any intermediate instruments of transfer through which
the applicant became a transferee of those rights; or

2. a signed written agreement between the applicant and a proposed original
transferor (accompanied by an application for a transfer of development rights
certificate from the transferor) in which the proposed transferor agrees to execute an
instrument of such rights on the proposed receiving parcel when the use of those
rights, as determined by the issuance of a development permit, is finally approved.

(2) In the case of a privately initiated general plan amendment that include transfers of
development rights to achieve a density in excess of the General Plan, the applied development
rights should be extinguished at the time of final approval of the amendment.

(3) The County should also pursue general plan amendments that establish receiving area where
future subdivisions and development have the ability to take advantage of transferable
development rights.

(3) Where receiving areas are established. the County of San Diego may grant preliminary
subdivision approval of a proposed development incorporating additional development rights
upon proof of ownership of development rights and covenants on the sending site being
presented to the County of San Diego as a condition precedent to final subdivision approval.

(3) No general plan amendment or final plat of subdivision, including minor subdivisions, should
be approved and no development permits should be issued for development involving the use of
development rights unless the applicant has demonstrated that:

(a) the applicant will be the bona fide owner of all transferred development rights that will
be used for the construction of additional dwellings or the creation of additional lots;

(b) a deed of transfer for each transferred development right has been recorded in the
chain of title of the sending site and such instrument restricts the use of the parcel in
accordance with this ordinance; and

(c) the development rights proposed for the subdivision or development have not been
previously used. The applicant shall submit proof in the form of a current title search
prepared by an attorney licensed to practice law in the state of California.
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Section 4. Expiration. Unless extended by ordinance approved by the Board of
Supervisors, this ordinance and the resulting special area designators and transferable
development rights shall expire on June 30, 2030.
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Transferable Rights Allocation to Downzoned
Properties

In order to implement the Transfer of Development Rights program, it is necessary to establish a
consistent method for estimating how many units could have realistically been applied to any
property under the existing General Plan and Ordinances. Once this number is determined, it
should be modified based on site constraints. Finally, the revised number should be compared to
how many units would be allowed under the Proposed General Plan.

The Department of Planning and Land Use methodology used to estimate the existing “Effective
Density” for properties downzoned included two steps as follows. The Constraints Exhibits are
available at www.sdcounty.ca.gov/dplu/gpupdate/tdr.html.

1. The “Ordinance Density” was determined by taking the most restrictive of each property’s
General Plan Density, Zoning Density and density determined by the Groundwater
Ordinance and Groundwater Limitations Map.

2. Constraints were then applied to each Assessors Parcel Number (APN), and a Potential
Yield was determined for each APN. It is important to note that an Assessors Parcel
Number is not the same as having a Legal Lot (see Zoning Counter Form 88), proof of
which would be required prior to transfer of units. The Following Constraints were applied
such that a certain percentage of density reduction on the area was assumed where the
constraint occurs. In the case of multiple constraints, the most restrictive constraint was
applied rather than adding them together.

a. Steep Slopes — Areas with greater than 25% slope were assigned a 50% density
decrease to reflect the average avoidance requirement applied to project sites with
steep slopes

b. Tier 1 Habitat — Identified Tier 1 Habitat areas were assigned a 75% density
decrease because these types of resources typically require a 3:1 mitigation ratio

c. Wetlands / Floodways — Resource Protection Ordinance defined Wetlands and
Floodways were given a 100% constraint (zero density) since residential
subdivisions are required to avoid these features

d. Fire Travel Time Greater than 20 Minutes — Areas that have a greater than 20-
minute travel time from a recognized and fully staffed fire station were given a
100% constraint (zero density) to reflect the inability of these areas to subdivide
under the existing General Plan (Public Facilities Element)

e. Distance from Publicly Maintained Road — Areas more than a quarter mile in linear
distance from a Publicly maintained road, highway or freeway were given a 50%
density decrease based on existing General Plan and Fire Code restrictions (this
constraint was applied to one version of the exhibit, with another version showing
calculations without this constraint)

Once this methodology estimated the units that a property could achieve under the Existing
General Plan, a calculation based on the General Plan Update Planning Commission
Recommendation Map (April 2010) is completed to show the difference in number of units
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available for development. The Constraints Exhibits are available at
www.sdcounty.ca.gov/dplu/gpupdate/tdr.html.

Additional items can be considered into the methodology for determining effective densities and
units lost. Two particular items that should be considered in the future is existing multi-family
developments that received moderate density changes to reflect actual development, such as in
Spring Valley, as well as better incorporate the existing Forest Conservation Initiative into the

modeling.
Draft Transfer of Development Rights
Working Concept (Units Available)
Community Units. Units.
(4 Constraints) (5 Constraints)
Alpine -497 -430
Bonsall -965 -870
Central Mountain -74 -71
« Cuyamaca - -
» Descanso -6 -6
« Pine Valley -64 -62
* Unrepresented -4 -3
County Islands - -
Crest-Dehesa -743 -708
Desert -7,133 -6,228
» Borrego -6,735 -6,014
» Unrepresented -398 -214
Fallbrook -602 -576
Jamul-Dulzura -892 -675
Julian -410 -371
Lakeside -1,268 -1,146
Mountain Empire -4,304 -3,001
« Boulevard -1,280 -896
« Jacumba -416 -309
» Lake Morena/Campo -1,815 -1,205
» Potrero -535 -424
» Tecate -192 -144
» Unrepresented -66 -23
North County Metro -1,459 -1,225
» Hidden Meadows -374 -348
* Twin Oaks -492 -426
» Unrepresented -593 -451
North Mountain -1,649 -1,154
» Palomar Mountain -51 -31
» Unrepresented -1,598 -1,123
Otay -3 0
Pala-Pauma -1,881 -1,599
Pendelton De Luz -920 -717
Rainbow -549 -484
Ramona -1,499 -1,285
San Dieguito -258 -204
Spring Valley -553 -553
Sweet Water -165 -164
Valle De Oro -84 -84
Valley Center -1,733 -1,376
Unincorporated County -27,641 -22,921
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MEMORANDUM
To: Devon Muto, County of San Diego
From: Keyser Marston Associates, Inc.
Date: January 26, 2011
Subject: General Plan Update - Response to Comments on Property Value and

Fiscal Impact Studies

The following memo is a response to comments received on the property value and
fiscal impact analyses prepared by KMA on behalf of the County in relation to the
proposed General Plan Update (GPU). Comments contained in the following documents
are addressed:

1. Rea and Parker Research / Barnett Consulting (abbreviated throughout as “Rea
and Parker” or “R&P/B") “Reply to County Attachment H-7” dated October 19™
2010; and

2. Development Planning and Financial Group (“DPFG”) comments provided in two
separate memos dated November 8" and 9", 2010 and prepared on behalf of the
San Diego Ranchers, Farmers and Tax Payers United Coalition.

The Rea and Parker October 19" document also includes an analysis of property value
impacts as well as a summary and recap of prior analyses by R&P/B of fiscal impacts
and other issues related to the GPU. This memo includes an evaluation of Rea and
Parker’s findings and analyses related to fiscal and property value impacts.

l. SUMMARY

KMA continues to stand behind our findings and conclusions with regard to property
values and fiscal impacts. KMA generally does not concur with the comments that were
offered by R&P/ B and DPFG. KMA also does not concur with the separate analyses of
property value and fiscal impacts presented by R&P/B.
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To: Devon Muto, County of San Diego January 26, 2011
Subject: General Plan Update - Response to Comments on Property Value and
Fiscal Impact Studies Page 2

The following tables provide a summary of comments that were provided and KMA's
responses to those comments. The summary tables also include KMA'’s evaluation of
R&P/B’s alternative conclusions on property value and fiscal impacts.

A. Property Value Study

Table 1: Responses to Rea and Parker / Barnett Consulting Comments: Property Value Study

Summary of Comment

Summary of Response (see also Detail in Section Il — A and B,
pages 8 and 10)

1) Ten years of property
sales data should be used
in the analysis rather than
five.

Disagree. Five years of sales data captures both up and down
markets and better reflects land values under current regulatory
constraints on development. Land value relationships can evolve and
change so KMA wanted to avoid looking back over an extended
period of time. A sensitivity test was performed using ten years of
sales and the overall conclusion is the same.

2) “Zoned units” should be
the key variable used in the
analysis rather than
effective “buildable units.”

Disagree. “Buildable units” is designed to capture the total regulatory
constraint on development. The actual number of units that could be
built would be the basis for pricing to the extent the development
potential of the land is a consideration in a land sale transaction.

Zoning designation does not capture the real development potential
of the properties because it omits key constraints such as steep
slopes, road access, and the forest conservation initiative. In addition,
nearly all the sales in the areas that would be down-zoned have the
same zoning, which effectively renders zoning designation data
unusable for purposes of the analysis.
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To: Devon Muto, County of San Diego
General Plan Update - Response to Comments on Property Value and
Fiscal Impact Studies

Subject:

January 26, 2011

Page 3

Summary of Comment

Summary of Response (see also Detail in Section Il — A and B,
pages 8 and 10)

3) R&P/B Alternative
Analysis: Eastern
Unincorporated Area:
$40,850 loss in property
values for each zoned unit

Desert: $3,500 loss in
property value for each
zoned unit

R&P/B results fail basic reasonableness test:

e Eastern unincorporated area result effectively assigns
approximately 90% of land value to speculative potential for
residential development based on a statistical analysis explaining
only 10% of variation in the data. Only about 10% of land value is
attributed to the actual uses of these properties today such as
farming and ranching.

e Desert area result effectively assigns 56% of land value in down-
zoned areas to residential development potential based on a
statistical analysis explaining only 4% of variation in the data.

R&P/B supporting technical analysis contains serious flaws:

e Sales in up-zoned / unaffected areas are included therefore land
value relationships specific to the down-zoned areas have not
been demonstrated.

e Fails to control for any potential confounding factors such as time
of sale, parcel size, or location by planning area

e Fails to meet requirements of regression

o Nearly all sales (97%) have the same zoning within the portion of
the Eastern Unincorporated area proposed for down-zoning. An
attempt to show how price varies with zoning would depend on
just 3% of the sales data (25 sales) that have different zoning
spread across thousands of square miles and occurring over a
span of ten years.

Table 2: Responses to DPFG Comments: Property Value Study

Summary of Comment

Summary of Response (see also Detail in Section Il — C, page 17)

1) Areas in the path of
growth may be more likely
to experience an impact.

KMA shared this concern and therefore designed the analysis
specifically to understand and address this possibility.

2) Economic / other drivers
in the San Diego region
make additional residential
development likely.

Agree, but this is not informative relative to property value impacts
from the proposed down-zoning.

3) Sales comparison
approach may be unreliable

KMA did not use the sales comparison approach.

4) DPFG suggests “Land
residual analysis” might
have yielded a different
conclusion:

a) Land residual analysis is
a common approach to

a) KMA did not employ a land residual analysis because it would not
necessarily detect impacts in all cases - even if a residual analysis
shows a project to be infeasible there could still be an impact to the
extent development is anticipated to become feasible at some future
time. In addition, a residual analysis would require numerous
assumptions regarding pricing, construction costs, infrastructure
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To: Devon Muto, County of San Diego
General Plan Update - Response to Comments on Property Value and
Fiscal Impact Studies

Subject:

January 26, 2011

Page 4

Summary of Comment

Summary of Response (see also Detail in Section Il — C, page 17)

residential land valuation

b) A hypothetical illustration
of the impact of a density
differential is provided
based on a land residual
approach

costs, etc. that would introduce subjectivity into the analysis.

b)The generic example provided, using densities of 14-5 dwelling
units per acre, is not representative of the areas proposed for down-
zoning, most commonly at 1 dwelling unit per 4 acres and lower.
Additionally it does not include costs for necessary infrastructure.

5) Down-zoning may
preclude the construction of
planned communities that
provide benefits such as
economies of scale for
infrastructure, costs of
service and focus on “new
urbanism”

This comment does not relate the specific conditions in the areas
proposed for down-zoning. Planned communities are not generally
found at the densities allowed under the existing zoning in these
areas. Even under existing zoning, any planned communities would
most likely proceed under a General Plan Amendment, a process that
is not precluded by the General Plan Update.

B. Fiscal Impact Study

Table 3: Responses to Rea and Parker / Barnett Consulting Comments: Fiscal Impact Study

Summary of Comment

Summary of Response (see also Detail in Section Il — A, page 21)

1) Account for fire district
“economies of scale” as
demonstrated by R&P/B

KMA disagrees with the R&P/B economy of scale analysis as
described in Table 5 and Section 111-D.4, page 30. Economies of
scale are unlikely to be achieved due to the dispersed location of
additional units permitted under the existing General Plan which is
not conducive to economies of scale in fire protection.

2) Address “excess
capacity” in the Sheriff's
rural command based on
2003 analysis of “time
available”

Disagree. Service standards drive Sheriff costs not “time available.”
R&P/B disregard the “time available” approach in their own
estimates.

3) Address “other costs and
benefits” as documented in
R&P/B analysis

Disagree. KMA does not concur with R&P/B’s findings regarding
other costs and benefits and finds serious flaws in their supporting
technical analysis (see Table 5 and Section Ill. C and D, pages 26
and 27).

4) Revenue and service
costs for commercial not
included.

Agree. The purpose of our fiscal impact analysis is made very clear:
to analyze fiscal impacts of residential development. Indirect sales
tax generated by consumer spending of new residents is included in
the analysis.

5) Analysis should focus on
impacts of the GPU relative
to build out of the existing
General Plan.

Measuring impacts relative to build out of the existing General Plan
is a somewhat hypothetical exercise because the GPU already
provides sufficient housing capacity as documented by County staff.
The focus of KMA's analysis is appropriately on measuring impacts
relative to existing revenue and expenditures of the County.
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Table 4: Responses to DPFG Comments: Fiscal Impact Study

Summary of Comment

Summary of Response (see also Detail in Section Il — B, page 23)

1) If results were a net
positive, extrapolation of
results to existing General
Plan would also yield a net
positive.

KMA'’s analysis does not indicate a net positive.

2) Review of “percent
variable cost” factors may
result in downward
adjustment to costs.

These factors have been the subject of significant discussion and
review. Any refinements would just as likely increase costs as
decrease costs.

3) No consideration of
economies of scale and
efficiencies.

Disagree. Variable cost factors applied in the analysis are explicit
recognition of the potential for economies of scale and efficiencies.

4) Use of FY 2008-09 data
for fiscal analysis overstates
expenditures because this
was a highpoint for
expenses.

Actual expenditures in 2008-09 are a reasonable basis for the
analysis because revenues such as sales tax and gas tax are
projected on the same basis and key General Fund service costs
have actually increased by approximately 3% since 2008-09.

5) Non-residential sales tax
generation not considered.
Ignores fact that new
residential will drive
additional commercial
development.

$937,000 in sales tax from retail expenditures of new residents is
included. Potential for fiscal positives from commercial development
is explicitly noted.

6) Sheriff cost at $285,000
cost per sworn officer
appears high.

The estimate by the Sheriff Dept. includes an allocable share of
department wide costs for support staff, supervisors, command
staff, supplies and equipment in addition to salary and benefit costs
for the patrol officers themselves (as noted on Tables 6 — A and 6 —
D of KMA’s report).

7) DPFG raises questions
about several expense
items within the Land Use
and Environment Group

KMA believes the projected expenses to be reasonable and
responds to the specific questions raised in detail within Section Il —
B, page 23.
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Table 5: Evaluation of Rea and Parker Fiscal Impact Analyses

R&P/B Finding Summary of KMA Evaluation (see also Detail Section Ill - C & D,

pages 26 and 27)

1) Major analysis premise: The County provided a response indicating why the major premise
GPU does not provide of the R&P/B analysis is incorrect (Attachment 1). Since the major
adequate housing capacity | premise of the analyses is incorrect, the resulting findings and

for the projected population. | conclusions are unsupported.

2) Forgone Fiscal Revenue | Do not concur because:

to County General Fund of | e Entire analysis premise is incorrect (per item #1 above)
$16.4 Million annually (also | e« Relies on questionable and unsupported assertions

shown as $14.8 million). e Omits key revenue sources

e Overstates property tax by 30%.
e Does not reconcile with County budget.
e “Broad Brush” approach for all County service costs

3) $11 million forgone Do not concur because:

revenue to Sheriff dept e Entire analysis premise is incorrect (per item #1 above)

e Not net of cost of services

e Double counted with net revenues from item #2 above

e Simplistic allocation of total revenues to Sheriff department

4) $25 million annual Do not concur because:
forgone road / e Entire analysis premise is incorrect (per item #1 above)
transportation revenue e Primarily impact fees dedicated to offset capital cost impacts of

residential units — does not result in net revenue to the County.
¢ Includes gas tax revenues without reflecting corresponding road
maintenance expenses to which these revenues are dedicated.

5) $2.9 million in annual Do not concur because:

forgone “economy of scale e Entire analysis premise is incorrect (per item #1 above)
savings for Fire Districts e Analysis amounts to inappropriate “apples and oranges”

comparison between fire districts.

e Economies of scale unrealistic with additional units permitted
under existing General Plan vs. GPU since units
disproportionately in areas not well served by existing stations.

e Estimate subject to wild swings from one R&P/B report to the
next ($2.9 M to $12.5 M to $20 M annually)

6) $17 million annual Do not concur because:
forgone fire district e Entire analysis premise is incorrect (per item #1 above)
revenues e Does not reflect deduction of cost of providing service

value

e Projected on per household basis without regard to assessed

e Omits special tax revenues pursuant to CFD adopted in San
Diego Rural Fire Protection District’s service area
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R&P/B Finding Summary of KMA Evaluation (see also Detail Section Ill - C & D,
pages 26 and 27)

7) $317 million annual e Entire analysis premise is incorrect (per item #1 above)
forgone revenue to schools | ¢  Does not reflect deduction of costs
8) $7.3 million annual e Entire analysis premise is incorrect (per item #1 above)
forgone “economy of scale” | ¢  Does not recognize potential for reductions in per pupil funding
savings to school districts from the State with growing enroliment.
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Il. PROPERTY VALUE STUDY: RESPONSE TO COMMENTS AND
ALTERNATIVE ANALYSIS

A. Response to R&P/B Comments on Property Value Analysis

1. Comment: R&P/B argue it is more appropriate to use ten years of sales data rather
than five years of sales data since “the past 5 years have been a period of
substantial decline in values”.

Response: KMA believes use of five years of data is appropriate and supportable
and elected to do so for the following reasons:

a. To reflect the current market for land. Markets change and evolve over time.
Land that once had little development potential can become more valuable
for development as other areas are built out. Demographic and life style
trends also evolve over time and affect the market for residential land.

b. Five years provides nearly 800 sales transactions to work from which is more
than sufficient and spans the generally strong markets of 2005 to 2006,
weakening market in 2007, and down markets of 2008 and 2009.

c. KMA understands from County staff that regulatory requirements and
constraints on development have not been consistent over the past ten years.
Using five years of data better represents the development potential of these
lands under the current regulatory environment and the resulting land value
relationships in the marketplace.

d. KMA ran a sensitivity test using ten years of sales data. The same conclusion
is reached using ten years of data: no negative impact on land value is
indicated.

2. Comment: R&P/B argue that the analysis should be conducted on the number of
zoned units as opposed to the number of buildable units because the number of
buildable units is a “potentially rigged variable” and subject to changes in the
regulatory environment over time.

Response: KMA disagrees with this comment. KMA selected buildable units rather
than zoned units as the most appropriate basis for the analysis for the following
reasons:

a. Existing zoning designations do not capture the real regulatory limits on
development in the areas proposed for down zoning. Therefore zoning is not
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Buyers and sellers in a land sale transaction, to the extent the ability to
develop it is a consideration, would presumably evaluate price based on the
number of units that could actually be built considering all regulatory
constraints.

Running the analysis solely on the basis of zoning omits key regulatory
constraints on the number of units that could be built on a property including
steep slopes, sensitive habitat, wetlands, and others.

Zoning designations prevalent in the down-zoned areas do not specify an
exact density; rather, a range of allowable densities subject to specific
conditions on the property is provided. This necessitates certain assumptions
be made in interpretation of the zoning designation for purposes of the
analysis — introducing an element of subjectivity KMA has avoided by using
the County’s estimates of buildable units.

The number of buildable units better reflects the true residential development
potential of these properties and was therefore determined to be the most
appropriate metric for analyzing the extent to which residential development
potential plays a role in land values within the down-zoned areas.

The number of buildable units was estimated by the County based on a
Geographic Information System (GIS) analysis of constraints on development
potential such as steep slopes and wetlands. R&P/B indicate that County
staff may have “rigged” the estimates to produce a particular outcome.
However, the estimates were prepared by County staff for a separate
purpose (in relation to a transfer of development rights program) prior to KMA
even being engaged to do the property value study.

KMA agrees with R&P/B that consistency in the regulatory environment over
time is potentially problematic. However, KMA does not agree that use of
zoning as the primary analysis variable solves this problem. While zoning
designation may have remained consistent over a ten year time frame, what
is possible to build under a given zoning designation has not remained
consistent. In addition, past changes in the regulatory environment could
have altered the underlying market and land value relationships the analysis
is designed to reveal. Use of a different metric does not cure this underlying
problem. The consistency over time issue R&P/B raise is part of the reason
KMA elected to use only the most recent five years of sales in the analysis.
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3. Comment: R&P/B take issue with KMA'’s statement “We would only expect to find a

B.

negative impact on land value from the proposed down-zoning to the extent
construction of new residential units is reasonably anticipated to be feasible from a
market perspective within a foreseeable time horizon.” Their comment is that the
plan will likely be in place for a long time horizon so even properties for which
development is not foreseeable at the current time could be affected at some point.

Response: the property value analysis is an evaluation of impact to existing land
values — which is the central matter at issue. KMA agrees that properties that do not
experience any impact to land values today could hypothetically forgo some
appreciation in value over a long time horizon if and to the extent conditions change
such that residential development becomes more foreseeable at some time in the
future for certain of the down-zoned properties.

Comment: R&P/B characterize KMA'’s report as representing that a positive impact
on land values will occur in certain areas.

Response: Our analysis and its conclusions focus on the key matter of interest,
whether a negative impact to land values is likely. KMA has characterized the
inverse relationship between buildable units and land value found in the Desert and
Southern portion of the Western Unincorporated area as simply not supporting a
finding of a negative impact.

Evaluation of R&P/B Analysis of Potential Loss of Property Value

Rea and Parker have provided a separate analysis of property value impacts. In contrast
to KMA'’s conclusion that no negative impact to property values is indicated, R&P/B
conclude there would be a loss in property value of $40,850 per unit in the Eastern areas
of the County and $3,500 per unit in the Desert sub-region as a result of the proposed
down-zoning. KMA finds R&P/B’s analysis:

= Fails a basic reasonableness test; and

= Contains serious flaws in technical methodology

A detailed discussion of our evaluation follows:

B-1. R&P/B Conclusions Fail Basic Reasonableness Test

1.

R&P/B’s finding of a $40,850 reduction in value per zoned unit in the Eastern
unincorporated areas equates to approximately 90% of land value being attributed to
speculative potential for residential development for the property sales in the down-
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zoned areas (see table next page). This conclusion is reached using a statistical
analysis, which explains only 10% of the variation of the data.

It is unreasonable to attempt to draw a conclusion equating to 90% of the value of
these properties based on a statistical result which only accounts for 10% of the
variation in the data. Furthermore, since the findings attribute nearly all land value to
its potential for residential development, very little value is attributed to other existing
or potential use such as:

a. Value for farming or ranching;
b. Value for recreational use;
c. Value of mineral or water rights;

d. Value as additional acreage / larger lots with residential use.

R&P/B’s findings fail to meet a basic reasonableness test by attributing so little value
to existing (or other potential) uses. The prevalence of agricultural and other
activities is on-the-ground evidence that significant value exists for purposes other
than residential development.

2. The conclusions R&P/B draw from their analysis of the Desert area also fails to meet
a basic reasonableness test. This analysis attributes approximately 56% of land
value to its speculative potential for residential development for the property sales in
the down-zoned areas. They arrive at this conclusion based on a statistical analysis
which explains only 4% of the variation in the data. It is unreasonable to attempt to
draw a conclusion that equates to 56% of the value of these properties based on a
statistical result which accounts for only 4% of the variation in the data.
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Evaluation of R&P/B Findings
Backcountry Land Value Attributed to Potential for Residential Development

Eastern
Land Sales: Past Ten Years Unincorporated
Areas Proposed to be Down-zoned Desert Area
Number of Parcels Sold 438 846 Parcels
R&P/B Conclusion: Land Value Associated $3,500 $40,850 /Unit Per Zoned
with Residential Development Potential /Unit Unit
Units: Existing Zoning (parcels sold within the 3,355 3,015 Zoned
last ten years) @ Units
Extension of R&P/B Conclusion — Total Land $12 $123 Million
Value Attributed to Residential Development
Potential ¥
Actual Total Sales Price for these Parcels ) $21 $136 Million
Percent of Total Land Value attributed to 56% 90%
Residential Development Potential

(1) For parcels that sold within the past ten years in the areas proposed to be down-zoned.

(2) Estimate of zoned units (rather than buildable units) for consistency with R&P/B approach. Where
the General Plan designation consists of a range (i.e. one unit per 4, 8, or 20 acres), midpoint of the
calculated yield is used consistent with R&P/B use of midpoint for purposes of regression analysis.

B-2. Rea and Parker’s Technical Analysis Contains Serious Flaws

1. R&P/B included data for areas of the County either un-affected or proposed to be up-
zoned. As a consequence, their findings do not address the fundamental question of
whether, in the areas proposed for down-zoning, there would be a negative impact to
property values. To answer this question it is necessary to isolate land sales within
the down-zoned areas. These areas are characterized by physical constraints on
residential development such as rugged terrain and lack of road access. These
constraints place particular limitations on development potential that do not exist to
the same extent elsewhere in the County. Since the R&P/B analysis is based on
sales from other areas - the results do not reflect the specific conditions and resulting
property value relationships that exist in the down-zoned areas. The results are
simply not applicable for addressing the central matter in question — property value
impacts in the down-zoned areas.

2. R&P/B do not control for confounding factors such as time of sale, location by
planning area, or limitations on development potential such as steep slopes, road
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access, wetlands, and other factors. R&P/B could have readily controlled for these
using the information they were provided. This has the potential to skew the results,
for example:

a. Properties zoned for fewer units may also be more isolated or be more likely
to be constrained by steep slopes or lack of road access. To the extent these
more constrained properties also have a lower value; R&P/B’s approach
would automatically attribute the lower value to zoning designation rather
than the constraints on development.

b. Properties that sold during the peak of the recent real estate boom may have
had different characteristics than those sold at other times — potentially
skewing the results.

c. Properties in certain areas may be more valuable because of location. If
parcels in more variable areas are zoned for more units R&P/B’s approach
would automatically attribute this value to the additional zoned units rather
than the more valuable location of these parcels.

3. ltis unreasonable to attempt to draw conclusions from this data about how land
value varies with allowable density because nearly all the sales over the past ten
years have the same maximum allowable density (Over 97% of sales over the past
ten years have the same maximum allowable density within the portion of the
Eastern Unincorporated area proposed to be down-zoned - see Chart A). Any
resulting conclusions would have to rely on just 25 sales (3% of the total) that have
different maximum densities and which are spread across thousands of square
miles. Other factors such as location, parcel size etc., which Rea and Parker have
made no attempt to control for in their analysis (as noted above), may well explain
differences in value with these 3% of sales that have a higher maximum allowable
density.

4. The approach R&P/B have used (and suggest that KMA should have used) is not
valid statistically. The zoning designation data does not meet the requirements of
regression once sales that are not relevant to the analysis are removed (see item #1
above).

a. Linear regression can’t be used because there is no linear functional form

i. As shown on Chart A (for Eastern Unincorporated Area), It is visually
apparent that a) no linear functional form exists b) an approach fitting a
trend line through this data would rely on only a handful of sales in the
higher zoning designations.
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As shown on Chart A (for Eastern Unincorporated Area), 97% of the sales
have zoning designations with the same maximum allowable density.
Running the analysis on this data is effectively an attempt to draw a trend
line from 97% of the data with the same allowable density to 3% of the
data with a higher allowable density (see Chart A). There is not enough
dispersal in data to claim a linear relationship. This approach is not valid
statistically.

Zoning data for the Desert Sub-region also lacks linear functional form as
illustrated on Chart B.

Linear regression cannot be used because the data is not normally
distributed — a fundamental requirement for running a regression. KMA
evaluated normality by reviewing histogram and Q-Q plots of the data. Based
on our review, the zoning designation information does not meet this basic
requirement for linear regression analysis.
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Chart A

Zoned Units vs. Sale Price
Land Sale Data - Past Ten Years
Areas Proposed to be Down-Zoned
Eastern Unincorporated Area

$300,000 +
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Note: one data point at 7 units per acre not shown on chart
*Zoned units per acre reflected as the maximum number of units per acre allowed by the GP designation.
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Chart B

Zoned Units* vs. Sale Price
Land Sale Data - Past Ten Years
Areas Proposed to be Down-Zoned

Desert Sub-Region

323 Sales (73.7%)

-Impact Sensitive 1 DU/4,8,20 Ac.

-Multiple Rural Use 1 DU/4,8,20 Ac.

-Estate Residential 1 DU/2,4 Ac.

-Residential 1 DU/1,2,4 Acres 94 Sales (21.5.%)

-Residential 1 DU/Acre -Residential 2.9 DU/Acre

O 7 Sales (1.6.%)
-Residential 4.3 DU/Acre

O

9

10 Sales (2.3%)

-Residential 7.3 DU/Acre

4 Sales (0.9%)
-Residential 10.9 DU/Acre
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Zoned Units Per Acre*

*Zoned units per acre reflected as the maximum number of units per acre allowed by the GP designation.
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C. Response to DPFG Comments on Property Value Analysis

1. Comment: The conclusions reached by KMA may be too broad because there may
be differences among planning areas and each planning area “appears to be treated
the same.” A related comment is that some planning areas that are in the path of
growth or close to major highways may be more likely to experience an impact
because development may be more feasible from a market perspective compared to
the more remote areas of the County.

Response: KMA was also concerned about differences in market potential and
corresponding property value impacts in different areas of the County. Our initial
expectation, prior to completing the analysis, was similar to DPFG’s: that planning
areas in the Western part of the County closer to existing population and job centers
would be more likely to experience an impact since the market potential for
residential development was likely to be greater in those areas. As a result, KMA
designed the analysis to address this issue. KMA divided the unincorporated area of
the County into the four major areas as described in our report. These areas were
selected so that possible differences in market potential and the corresponding
impacts on property values could be detected. Our initial expectation that the
Western unincorporated area was more likely to experience an impact was not
supported by the results. This is likely due to regulatory and physical constraints on
development pervasive with the properties selected for down-zoning throughout the
County. Differences by planning area within the four broad geographic areas
selected for analysis were also accounted for in the design of the analysis. The
approach for accounting for these differences was to include variables in the
regression analysis to indicate the planning area corresponding to each land sale
transaction. This allowed the analysis to adjust for differences in market potential
within the four broad areas of the County.

2. Comment: DPFG lists several economic / market drivers which are supportive of the
potential for additional residential development on a regional scale as indicative that
KMA'’s conclusions regarding property value impacts may not be correct.

Response: Residential development on a regional scale is consistent with the
SANDAG population growth projections which are a key input for the entire GPU
effort. While KMA agrees with DPFG that growth on a regional / County-wide scale is
likely, KMA does not agree that this macro / regional trend is necessarily informative
regarding the drivers of property values within the down-zoned areas.
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3. Comment: The sales comparison approach may be unreliable due to availability of
sales, degree of adjustment, and verification of property attributes and terms of sale.

Response: KMA has not used the “sales comparison approach” as it is known in the
appraisal world. As described in our report, KMA used a technique known as hedonic
price analysis. This approach does not rely upon adjusting sales in an attempt to
eguate them for comparison purposes. Rather, a statistical approach is used to
identify the relative contribution of various factors to price (with buildable units per
acre being the key variable of interest). Five years of sales were used in order to
capture a sufficient number for purposes of the analysis (and also include sales
during a more robust period in the market). KMA relied upon Assessor Data and has
not attempted to independently validate the Assessor’s data. Only sales with
sufficient information on property attributes and price were included in the analysis.

4. Comment: DPFG suggests an approach to land valuation known as “land residual
analysis” might have yielded a different conclusion than the technique selected by
KMA. A hypothetical example is provided illustrating a difference in value per acre
with a “low density” project at five units to the acre and a “high density” project at 14
units to the acre.

Response — Part 1: KMA is familiar with the land residual approach and did not
select this approach as the basis for the analysis due to numerous issues associated
with employing the technique in this instance including:

= Land residual analysis would not necessarily detect negative impacts to land
values. Even if residential development is not feasible at the time of sale,
buyers and sellers may still assign some value to development potential to
the extent it is believed to exist at some point in the foreseeable future. The
selected approach is designed to capture this; however, a land residual
analysis would not. Land residual analysis would likely show only that a
hypothetical project under the specific assumptions selected is in-feasible or
“upside down.”

= Subjectivity in selection of prototypical projects for analysis - a land residual
analysis would need to be conducted on hypothetical prototypical projects. An
element of subjectivity would be introduced in selecting the specific attributes
of the hypothetical prototypical projects and associated analysis assumptions
including, location(s), pricing, densities, construction costs, assumptions
about provision of infrastructure, and so on. Pricing assumptions could be
particularly difficult to select given the state of the market.
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Response — Part 2: The hypothetical numerical example included in the DPFG
memo bears little relationship to the situation in the down-zoned areas and therefore
is not informative regarding property value relationships in these areas. The following
major disconnects were noted:

The example provided is a land residual for “finished” lots. Finished lots already
have all necessary infrastructure and entitlements in place. However, this is
generally not the case in the down-zoned areas. To provide an example that is
illustrative of conditions in the down-zoned areas, significant expenses for
infrastructure and entitlements would also need to be deducted in order to
provide an accurate representation of residual land value. Deduction of these
expenses would bring down the residual land value under both existing and
proposed zoning. One can speculate that if such an analysis were undertaken,
once these costs are appropriately accounted for, the analysis would indicate a
negative residual land value under either existing or proposed zoning in most, if
not all, of the areas proposed to be down-zoned.

The low density example is at five units to the acre and the high density
example is at 14 units to the acre. However, as shown in the table below, only
0.4% of land in the areas proposed to be down-zoned has an existing
residential zoning designation at an allowable density of 5 or more units to the
acre. In contrast 96% of the land area is zoned for less than one unit per acre
under the existing General Plan. The example DPFG provides is simply not
relevant to actual conditions.

Existing General Plan Designations
in Areas Proposed to be Down-zoned Acres Percent
Multiple Rural Use (1 DU/4-8-20 Acres) 295,317 61%
Agriculture Preserve (1 DU/8 Acres) 76,651 16%
National Forest and State Parks 32,341 7%
Estate Residential (1 DU/2-4 Acres) 29,011 6%
Intensive Agriculture (1 DU/4-8 Acres) 17,633 4%
Impact Sensitive (1 DU/20 Acres) 9,948 2%
Subtotal: Less than One DU / Acre 460,901 96%
Designations with up to 1 DU per acre 10,013 2%
Specific Plan Area** 4,026 1%
Designations from 2 - 4 DU / Acre 2,378 0.5%
Designations with 5+ DU / Acre 1,870 0.4%
Commercial Designations 1,246 0.3%
Total 480,435 100%

** Acreage adjusted from County data to reflect only Specific Plan area that
would receive a modified designation under the GPU.
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5. Comment: Down-zoning may preclude the development of planned communities that
provide benefits such as economies of scale for construction of infrastructure, lower
costs of services, and focus on “new urbanism.”

Response: This is a generic comment about down-zoning that does not relate to the
specific facts in this case. Planned communities are unlikely to proceed under
existing zoning because existing allowable densities already effectively preclude this.
The densities are simply not high enough to achieve the economies of scale in
providing infrastructure that DPFG mentions. Any planned community in the areas
proposed to be down-zoned would most likely proceed under a General Plan
Amendment even under existing zoning, a process that would remain available
under the GPU.
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II. FISCAL IMPACT ANAYSIS: RESPONSE TO COMMENTS AND
ALTERNATIVE ANALYSIS

A. Response to R&P/B Comments on KMA Fiscal Impact Analysis

The focus of Rea and Parker's comments on the fiscal analysis prepared by KMA is
really to direct us to their own analysis and findings however, some direct comments are
offered. The following is our response to those comments:

1. Comment: R&P/B’s finding of $2.9 million in fire district “economies of scale” with the
existing General Plan versus the GPU negates the $1.2 million additional fiscal
deficit found by KMA with the Existing General Plan compared to the GPU.

Response: KMA does not agree with this comment for the following reasons (please
see also discussion of R&P/B economy of scale analysis in Section Il — D-4, page
30):

a. R&P/ B’s fire district economy of scale analysis is flawed because it ignores
major differences between fire districts such as response time performance,
service delivery model, and exposure to wild fire that may explain differences
in cost between fire districts.

b. Wild swings in R&P/B’s economy of scale savings analysis in the face of
basic inputs that remain largely unchanged calls the reliability of their analysis
into question. Their analysis has gone from $20 million in annual savings in
their 2009 report to $2.9 million annually as of October 2010 to $12.5 million
annually as of November 2010.

c. R&P /B are making an inappropriate apples and oranges comparison
between their economy of scale analysis and the results of KMA's fiscal
analysis. KMA'’s conclusions are based on 7,500 households while R&P/Bs
are based upon 35,000 households. If R&P/Bs economy of scale findings
were adjusted to 7,500 households the figure would be closer to $600,000.

d. Even if some economies of scale are possible, it is inappropriate to assume
such economies could be achieved with the additional units permitted under
the existing General Plan since these units are disproportionately located in
areas not well served by existing fire stations. As a result, the need for new
fire stations could potentially be triggered resulting in major incremental
service cost increases.
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2. Comment: KMA should have addressed “excess capacity” in the Sheriff’s rural
command based on an analysis of Sheriff “time available” completed by R&P/B in
2003 repeated in their November 2009 report.

Response: KMA does not agree the “time available” approach is an appropriate
basis for the cost analysis:

a. Law enforcement agencies, including San Diego County Sheriff's
Department, generally have service standard targets tied to a ratio of officers
to population that drives service costs.

b. Rea and Parker disregard the “time available” approach in their own estimate
of net fiscal impacts as summarized in their October 19" 2010 report.

3. Comment: KMA should have addressed “other costs and benefits” as outlined in Rea
and Parker’s 2009 reports (referring to alternate analysis indicating net positive to
County from existing GP vs. GPU of $16.4 million on page 14 and $14.8 million on
page 20)

Response: As indicated in Section IlI- D below (page 29), KMA does not concur with
R&P/B’s findings regarding these other costs and benefits and finds serious flaws in
their supporting technical analysis. For example, County staff has demonstrated that
the major premise of their analysis, that the GPU does not provide adequate housing
capacity, is incorrect. Other flaws include: overstating the County’s share of property
taxes by approximately 30%; omission of key revenue sources which account for
40% of total revenues in KMA'’s analysis; and projection of expenses based on a
single “broad brush” cost per household factor that does not reconcile to the
County’s budget.
4. Comment: “....KMA did admit that it had not included revenue and service costs for
additional commercial....”

Response: KMA makes very clear the purpose of our fiscal impact analysis: to
examine the fiscal impacts of residential development in the Backcountry under the
GPU. The purpose is stated numerous times including in the subject line of the
memao, in the first sentence, and in a full paragraph on page 3. The analysis was
focused on residential development in the Backcountry because potential fiscal
impacts of residential development in this area were understood to be the central
matter of concern and interest. R&P/B’s characterization of this as an “admission” is
a misrepresentation. While our analysis is focused on residential development,
indirect sales tax generated by consumer spending of new residents is included.
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5. Comment: “KMA'’s projection of the additional $1.2 million in fiscal net cost for the
existing General Plan [vs. the GPU] is a clear afterthought that involves only one
paragraph in their report...."

Response: As stated in our report, the focus of KMA's analysis is on fiscal impacts
from build out of the GPU with impacts measured based upon change from existing
County revenues and expenditures. Our comments on the likely fiscal impacts of the
existing General Plan relative to the GPU are brief (two pages) and, as stated in our
report, are more general in nature because this is not the primary focus of our
analysis.

6. Comment: “There is a fundamental flaw with the task that the County has asked of
KMA.” The analysis should have been focused on forgone fiscal revenues and
expenses of the GPU relative to the existing General Plan.

Response: Comparison between the GPU and existing General Plan, which R&P/B
suggest should have been our primary focus, is more of a hypothetical exercise. The
comparison presumes development materializes in each scenario. However, County
staff has demonstrated that the GPU provides adequate housing capacity. Therefore,
making a comparison between the GPU and a scenario with further residential
development is more of a hypothetical undertaking.

KMA's analysis is focused on fiscal impacts relative to existing revenues and
expenditures of the County as a result of build out of the GPU. Using current
revenues and expenditures as the baseline from which impacts are measured is
standard practice and provides useful information to decision makers and the public.
While comparisons to hypothetical scenarios are sometimes of interest (indeed
KMA'’s report also comments on the likely fiscal impacts relative to the existing
General plan), we don't agree that this hypothetical comparison warrants being made
the sole focus of the analysis.

B. Response to DPFG Comments on KMA Fiscal Impact Analysis

1. Comment: DPFG indicates that if KMA's fiscal analysis of the GPU had instead
indicated a net positive or fiscal surplus, then extrapolating the results to additional
residential units under the existing General Plan would also have yielded a net
positive. DPFG labels our inconsistency with this supposition a “Misapplied
extrapolation of current results.”
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Response: KMA's analysis does not indicate a net positive / fiscal surplus; therefore,
the results have been extrapolated appropriately.

Comment: DPFG states that if the “percent variable cost” factors applied in the
analysis were subjected to further review, it is possible they would be adjusted
downward.

Response: The variable costs factors applied in the analysis have been the subject
of significant discussion and review by KMA and County staff. The factors were
developed based upon a review of specific functions within each County service
group to determine which services would likely experience additional service
demands from new development. While further refinement is always possible with
any analysis of this nature, our expectation is that such an effort would not produce
substantive changes in the results and any refinements would be just as likely to
increase costs as decrease them.

Comment: No consideration was given to economies of scale, efficiencies, and
potential reduced governmental expenditures.

Response: The analysis applies a set of “percent variable cost” factors as noted
above. These factors are designed to recognize that some County service costs are
fixed and are not expected to increase with additional residential development.
Application of these variable cost factors is explicit recognition of the potential for
economies of scale and efficiencies with respect to certain County governmental
functions.

Comment: Fiscal Year 2008-09 Budget was a peak year for expenses and use of this
year in the analysis overstates expenditures.

Response: Fiscal year 2008-09 was selected for purposes of the analysis due to a
desire to use actual revenues and expenses rather than budgeted amounts. FY
2008-09 was the most recent year for which actual data was available at the time the
fiscal analysis was initiated in the spring of 2010. KMA believes use of actual
expenditures for FY 2008-09 is reasonable for the following reasons:

a. Revenues such as sales tax and gas tax are projected on the same basis.

b. Total General Fund expenses have declined less than 3% from 2008-09 to
2010-11 (see table below)

c. Expenditures for the two service areas which together account for more than
80% of projected County General Fund expenditures in the KMA fiscal
analysis actually increased 2.8% from 2008-09 to 2010-11.
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FY 2008-09 FY 2010-11 Percent
Actual Adopted Budget Difference
Total General Fund Budget $3,848,512,874 $3,739,051,413 -2.8%

GF Services Accounting for 80%
of Expense in Fiscal Analysis

Public Safety $1,117,291,940 $1,106,326,610 -1.0%
Land Use and Environment $144,948,057 $191,846,964 32.4%
Total $1,262,239,997 $1,298,173,574 2.8%

d. Ifinstead the current 2010-11 adopted budget were used in the analysis, to
the extent the budget reflects reduced expenditure and service levels in
certain areas as a result of the current severe recession, the County would
have likely wished to consider upward adjustments to certain items since
reduced expenditure levels may not be representative of longer-term
averages.

3. Comment: KMA did not consider non-residential sales tax generation and ignores
the fact that new residential will drive additional commercial development.

Response: $937,000 in annual sales tax revenues generated by retail
expenditures of new residents within the unincorporated area is included in the
analysis. In addition, the potential for fiscal positives associated with commercial
development to offset fiscal negatives associated with residential development is
explicitly noted on page 3 of our report.

4. Comment: Sheriff cost at $285,000 cost per sworn officer appears to be on the
high side based on DPFG’s experience in other jurisdictions.

Response: The estimated cost per officer provided by the County Sheriff's
department is based on the fully loaded cost per position including an allocable
share of department wide costs for support staff, supervisors, command staff,
supplies and equipment in addition to the salary and benefits for the patrol
officers themselves (see Tables 6 — A note (2) and 6 — D note (3) of KMA's
report).

5. Comment: Land Use and Environment Group includes expenses which (i) have a
guestionable relationship to new development on an on-going basis (Agriculture
Weights and Measures), (ii) may be covered by one-time fees and charges

DRAFT

17255.007



To: Devon Muto, County of San Diego January 26, 2011
Subject: General Plan Update - Response to Comments on Property Value and
Fiscal Impact Studies Page 26

(Planning and Land Use); or (iii) may not be expanded as a result of new
development (County regional parks).

Response:

a. The overall approach in the analysis is to include all expenses within each
service group after deduction of cost recovery and program revenues. Then,
the component of overall expenses that is not likely to increase with added
population is recognized using the variable cost factors as discussed in item
[11.B.2 above. The Agriculture Weights and Measures department is one
component of Land Use and Environment Group expenses of which 31% of
those relating to County-wide services are assumed to be fixed costs that do
not vary with additional population. The expectation with Agriculture Weights
and Measures based on input from County staff is that there would be some
increase in costs in this department with added population. This is a result of
the department’s responsibilities which extends into initiatives to protect the
environment and public health as well as to provide oversight of weights and
measures including at retail establishments that may be affected by additional
retail sales. Agriculture, Weights, and Measures is analyzed as primarily a
County-wide service with expenditures varying relative to County-wide
population, as a result only a nominal component of overall expenses (at
approximately 0.4% of the total) is attributed to this department.

b. The expense projection is net of items funded by cost recovery revenues
including the $15,266,278 in fees, charges, and other revenues received by
the Planning and Land Use Department in 2008-09 as reflected on pages 34
and 39 of the report.

c. Parks and Recreation department costs are included in the projection since
usage of parks and recreation centers and participation in recreation
programs will likely increase with additional population.

C. Recap of Rea and Parker Fiscal Impact Results

Rea and Parker presented an alternative analysis of fiscal impacts focusing on the
difference between the existing General Plan and the GPU and which concludes:
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1. County General Fund / Other Funds
= $16 Million annual forgone net County fiscal benefit of existing General Plan vs.
GPU*
- $11 million forgone revenue to Sheriff dept (part of above $16 million)
=  $25 million annual forgone road / transportation revenue

2. Fire Districts
= $2.9 million annual forgone “economy of scale” savings for Fire Districts
= $17 million annual forgone fire district revenues (before deduction of costs)

3. Schools
= $7.3 million annual forgone “economy of scale” savings to school districts
= $317 million annual forgone revenue to schools (before deduction of costs)

D. KMA Comments on Rea and Parker Analysis

D-1. Major Premise of Analysis is Incorrect

Virtually every dollar figure in the R&P/B analysis relates back to the following premise:

a. The GPU does not provide adequate housing capacity for the projected
population.

b. Existing “Trans-regional” commuters who reside outside the County and
commute in could be attracted back if the Existing General Plan densities were
left in place and/or through other potential General Plan policies.

The County, in the attached response, provided a detailed explanation of why this
premise is incorrect (see Attachment 1). Since the major premise of the analyses is
incorrect, the resulting findings and conclusions are unsupported.

D-2. Comments on Analysis of County Fiscal Impacts
In addition to the flaw in the major premise of the analysis, KMA has the following

comments on the Rea and Parker analysis of forgone fiscal revenues and expenses to
the County and Fire Districts:

! $16.4 million figure shown on page 14 of R&P/B document while page 20 indicates $14.8
million.
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Comments on Revenue Estimates

1. $5.8 million in revenues are derived from an unsupported assertion that residential
units built under the GPU would be 1,000 SF smaller on average (part of property tax
figure shown in the table on page 14 of the R&P/B report)?. The assertion that units
under the GPU will be more modest than the existing General Plan contradicts the
major premise of the R&P/B analysis: that the GPU is less favorable than the existing
General Plan with regard to housing affordability and thus increases (or fails to
decrease) trans-regional commuting. Furthermore, although the units are assumed
to be larger with the existing General Plan, no corresponding difference in the size of
households occupying the units is assumed. Larger households would drive an
increase in service costs offsetting revenue benefits assumed to be derived from the
assertion of larger residential units with the existing General Plan.

2. $0.2 million of the property tax revenues is attributed to an assumed 40% reduction
in property values (part of property tax figure shown in the table on page 14 of the
R&P/B report)®. This assertion is based on a prior R&P/B assertion about the
potential magnitude of property value loses and is not internally consistent with the
updated R&P/B property value analysis shown on page 11 of the report. In addition,
KMA's analysis does not support R&P/B’s finding that there will be a decline in
property values.

3. Key revenue sources are omitted including property tax in-lieu of VLF, public safety
sales tax, and property transfer taxes. These three sources account for 40% of
revenues in KMA'’s analysis.

4. The County’'s share of property taxes appears overstated by approximately 30%. The
average County share of the property tax rate net of shifts to the Educational
Revenue Augmentation Fund is 16% based on the top 20 tax rate areas in each
planning area by assessed value. Resulting property tax revenues at a 16% share
are approximately 30% less than if the 21% applied by R&P/B were used. In
addition, the General Fund share of the property tax rate varies by area ranging from
a low of 11.5% in the Alpine area